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Article Urges More Attention to Party Newspaper 
Layout 

94CM0336A Beijing ZHONGGUO JIZHE [THE 
CHINESE JOURNALIST] in Chinese No 4, 15 Apr 94 
pp 10-12 


[Article by Wen Xuande (2429 6693 1795), standing 
committee member of Hunan Provincial Party Com- 
mittee and Propaganda Department chairman: “Pay 
Close Attention to Party Newspaper Layout’’] 


[Text] Serve the people; serve socialism; uphold the 
principle of unity, stability, encouragement, and positive 
propaganda—this is the basic principle of socialist jour- 
nalistic undertaking and the party’s journalistic work 
which we must uphold every minute. Given this premise, 
it is necessary for us to systematically and judiciously 
tackle some of the key links, specific departments, and 
key figures in the news media if we want to improve the 
art and the effectiveness of journalism. Following this 
line of thinking, we recently gathered radio and televi- 
sion program anchors for a meeting. Reportedly, it was 
the first meeting of this kind in Hunan Province’s 
broadcast history, and it was very successful. Party 
newspaper layout is also a very important link. In my 
opinion, we should pay close attention to their layout 
and continuously improve their standard. 


Recognize the Unique Function of Party Newspaper 
Layout 


The layout of a newspaper is its outward appearance and 
is seen with the newspaper and changes as the newspaper 
changes. Prior to the 19th century, Chinese newspaper 
had no headlines except for the masthead. Modern 
newspaper which were distinctly different from ancient 
newspapers appeared around the 1820's: written and 
edited news and editorials appeared for the first time, 
and there were simple headlines. After the 1870's, most 
daily papers began to appear in single-page form instead 
of pamphlet form, and the layout also were updated; 
papers were divided into simple sections: They put 
“exposition and argumentation first, ‘imperial edict’ 
next, or ‘report from the palace gate or government 
office door’ first, important news from various provinces 
and cities nest, and local news last.” As printing tech- 
niques improved and photography became popular, and 
with the appearances of news reels and cartoons, news- 
paper layout continuously changed and editors made a 
even more deliberate effort to use headlines, pictures, 
decorations, columns, and boarders and other ways to 
attract the readers’ attention; the role of layout language 
also became increasingly important. The layout of party 
newspapers also had a history of development and 
improvement. They went through the Red Army period 
and the Yanan era, explored and accumulated experi- 
ence during different periods after the founding of New 
China, and they have since established their own unique 
styles. Since the Third Plenary Session of the 11th Party 
Central Committee, as journalistic reform continued to 
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push forward, party newspaper layout has changed dra- 
matically; the number of pages has increased, and the 
layout has become more interesting. For example, 
RENMIN RIBAO is elegant and graceful; JIEFANG 
RIBAO is rich and colorful; NANFANG RIBAO is lively 
and interesting. They have different styles; they are 
exciting, and they are attractive. This trend shows that 
party newspaper layout is playing an increasingly impor- 
tant role, and paying attention to and studying their 
layout have been put on the agenda. How should we 
correctly recognize the unique and important role of 
party paper layout? 


First, layout is the centralized manifestation of the 
superiority of a newspaper. 


Compared to radio and television, newspapers have 
their strong points and shortcomings. Their strong 
points are that they give the readers more choices and 
more time to understand and study the information; 
they fully explain what news is more important and less 
important; they provide comparisons, associations, and 
supplements; they expose the intent and enrich the 
substance of propaganda. These are the unique weapons 
that make newspapers as powerful as any other kind of 
news media. Development of news media has brought 
continuous changes; competition has become increas- 
ingly intense, and in the face of opportunities and 
challenges, party newspapers must develop their own 
strength in order to capture even more readers and 
produce the best propaganda results. 


Second, layout is the most important means of influ- 
encing public opinion. 


On the surface, layout is just an appearance, but in 
essence, the impact of layout language should not be 
neglected, and «ven less should we overlook its role in 
guiding and influencing opinions. Layout no doubt is 
constrained by the content of the articles, but in relaying 
the contents, layout is neither helpless nor passive. If 
handled properly, it can play a positive and active role in 
guiding and influencing the readers. For example, char- 
acter size and border arrangement, the number and 
placement and spacing of columns, organization, front 
page or third or fourth page placement, first or second or 
last column placement, size of headline, vertical or 
horizontal arrangement, full column or five- or three- 
column layout and so on—these layout arrangements 
can change the meaning of the content and even produce 
completely opposite results. Layou: language comes 
alive on paper. What it emphasizes, praises, denounces, 
de-emphasizes, and glosses over will bring different 
amounts of attention from the readers and guide them 
along the editors’ line of thinking. Page layout influences 
public opinion in a subconscious way. 


Third, layout is the crystallization of wisdom of the 
collective labor of the editorial department. 


Generally, there are eight links in newspaper work: News 
gathering, mass media work, material, commentary, 
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proof reading, layout, printing, and circulation. Some 
people even sum up newspaper work into five systems— 
news gathering, editing, mass work, administration, and 
page layout. Whether we are talking about the five 
systems or eight links, the most important and the final 
step is page layout. Other processes either supply the raw 
materials or the feedback for page layout; but ultimately, 
everything must serve and obey a paper’s layout. There- 
fore, layout is the finished work upon completing the 
“production circuit’; it is the agglomeration of every- 
thing, the result of hard work, and the crystallization of 
the collective wisdom of the entire staff of the party 
newspapers editorial department. 


Lastly, layout is the final link responsible for news 
dissemination. 


Some people draw an analogy between page layout and a 
critical junction and compare the editors in charge of 
layout to the “gate-keepers.”’ Figuratively, layout work is 
a critical junction, or even the final junction, and beyond 
that junction is where propaganda meets the readers. 
Therefore, party newspaper editing is very serious work, 
and those responsible for editing the page layout have a 
critical junction to guard. If they are negligent, it can 
result in “slight flaws,” and if serious, it can “render all 
previous efforts meaningless and futile,” tarnishing the 
image of the newspaper and ruining the results of the 
propaganda. In actual operation, some manuscripts may 
be flawed because of improper procedure, or because 
they involve political, foreign, legal, secret, or religious 
and racial issues; some may be erroneous because the 
information collected is less than accurate; some may be 
lacking in logic or are poorly written. This means the 
layout editors must take responsibility for disseminating 
information and be especially vigilant and do a good job 
with quality control and guard the political, factual, and 
literary gates. 


Certainly, the layout of Hunan’s newspapers, especially 
party newspapers at all levels, has been improving 
steadily as people acquire a better understanding of 
layout work and become more conscious of its impor- 
tance. The quality and status of the contingent of 
workers have also improved. Many college graduates and 
post-grads and people with much practical experience 
have joined the team. Many newspapers have set up 
special publishing departments, sections, or groups. We 
are beginning to see the names of editors in charge of 
page layout. The layout language has become increas- 
ingly rich, and a new style has begun to emerge. But 
objectively speaking, Hunan’s party papers are still less 
than perfect: They have a tendency to pay more attention 
to content than form; the manuscript quality is good, but 
layout is ordinary; the setup is too simple, and the 
headlines are bland, and while some articles are well- 
written, much is lost when put in print. Another ten- 
dency is for the layout to be too fancy but the content is 
flat and superficial and ordinary. The party newspapers 
have much work ahead of them to improve their layout. 
We must explore order and set standards and continu- 
ously gain strength and get better results. 
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Basic Principles of Setting Scientific Standards for 
Party Paper Layout 


What is considered qualified or good party newspaper 
layout? What is the inevitable law and basic principle of 
party paper layout? I think there are three principles, or 
we can call them standards. 


One, the party nature principle. 


Party papers are the official newspapers of the ruling 
party; they are the eyes and ears and the voices of the 
party and of the people. As far as party newspapers are 
concerned, this is the first principle of their layout. This 
is a fundamental principle which must not change under 
any circumstance. 


Socialist journalistic undertaking’s party nature prin- 
ciple is a scientific realm which should not be interpreted 
simplistically and narrowly. 


The party nature principle of news dissemination should 
include at least the following four areas: 


All journalistic work must be guided by the complete 
system of Marxist thinking. We must openly declare that 
we are taking the party’s stand as we speak, and we must 
correctly disseminate the party line and the party's 
general and specific policies and always maintain polit- 
ical unanimity with the Party Central Committee. 


The news being disseminated must comply with the 
objective truth and uphold the principle of seeking truth 
from facts. It must comply with the law of objective 
development, reflect what is real in the objective world, 
and tell the whole truth and nothing but the truth. 


We must represent and safeguard the interests of the 
proletariat and the whole people and sincerely share the 
breath of the people, share their fate and their love and 
hate, and correctly reflect the wishes, sentiments, yearn- 
ings, and demands of the people. 


We must obey the party’s leadership, abide by party 
discipline and state laws, and strictly obey propaganda 
discipline. 


To comply with the principle of party nature, when 
gathering news and editing and laying out the paper, we 
must first insist on guiding public opinions in the right 
direction. We must consider how the content and the 
method of dissemination will influence the readers and 
the masses, especially the young people. Party newspa- 
pers must of course comply with the laws of journalism 
and the laws of running a newspaper, and under normal 
conditions, this is not in conflict with upholding the 
principle of party nature. Of course, under special cir- 
cumstances and in extraordinary times, the two may be 
in conflict, and at those times, party newspapers must 
unconditionally obey the principle of party nature. The 
recent huge explosion in Chenzhou’s Nanling Chemical 
Plant no doubt was a very important piece of social news 
from the journalistic point of view, and many media 
made special and detailed reports. HUNAN RIBAO, 
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however, placed it at the bottom of the front page, and I 
think it was a principled move. 


Two, journalistic principle. 


As their name connotes, party newspapers have natural 
party characteristics, but they also have journalistic 
character. To run a party newspaper properly, one must 
obey all laws of journalism, especially the laws of news- 


paper. 


In my opinion, party newspaper layout’s journalistic 
principle should be based on news-worthiness; that is, 
given that a piece of news complies with the principle of 
party nature, the decision to accept or reject an article (or 
a picture) and decisions regarding its placement and size 
and visual effect should be based on its news value. 


First, the importance of a piece of news: The importance 
of a news event is the first element in news broadcasting 
and selection. That is, we have to determine whether a 
piece of news has important meaning and far-reaching 
effects, whether it attracts society’s attention, and how 
controversial it is. How do we assess the importance of a 
news event? I think the most important thing is to 
determine whether the event has to do with our political 
and economic lives, with the interests of the state and the 
nationalities, with our spiritual and moral cleanliness, 
and with the international situation. 


Second, timeliness: The timeliness of a piece of news is 
an old issue that has been repeatedly stressed but has 
never been resolved. Every link of a newspaper must pay 
more attention to the timeliness issue, but the layout 
editors are the final “‘gate-keepers.” They must be ruth- 
less in cutting out “recent” news and news of “some time 
ago” and other “overblown blossoms” and “old stories.” 


Third, openness: We are facing an increasingly open 
world and readers whose thinkings are increasingly lib- 
erated. Therefore, we must actively advocate the prin- 
ciple of journalistic openness through the layout of our 
newspapers and keep an open mind in selecting articles. 
Today, on the one hand, we must pay attention to the 
proximity factor and choose news that are close to the 
hearts of the local masses, but on the other hand, we 
must broaden our field of vision and choose news of 
global and national interest. As we open up even further, 
people are paying more attention to the outside world, 
but our provincial newspapers and local newspapers still 
contain little international and even inter-provincial 
news. This is not good from the point of attracting 
readers and from the point of helping them to broaden 
their field of vision. 


Lastly, conciseness: Today’s newspapers have more 
pages, and as if to “get its money’s worth,” every article 
is 3,000 to 5,000 words long; some even take up a whole 
page. Fresh news is often buried in a bunch a nonsense. 
In my opinion, a folio should contain at least 20 articles. 
Only in this way can we effectively increase the amount 
of news and expand readership. 
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Three, aesthetic principle. 


Page layout is an art; aesthetics must be a main goal. In 
exploring aesthetic layout in terms of format, I suggest 
we pay more attention to and work hard on format and 
headlines. 


From the point of format, there should be a good mix of 
long and short articles; left and right must be balanced; 
up and down must be even; vertical and horizontai lines 
should be interwoven; there should be an appealing mix 
of light-hearted and serious materials; density should be 
even out by sparsity; and the pages must be rich in words 
and pictures. These are the basic, first-level requirements 
of a page layout. At the next jevel, we should utilize all 
sorts of layout art, such as photographs, illustrations, 
calligraphy, cartoons, patterns, and various typesetting 
techniques—such as borders, background, character 
size, and fonts—to beautify the page layout. At the third 
level, each paper should explore its own unique style 
based on its own identity, traditions, and the readers it 
targets. Hunan’s newspaper layout should have Hunan 
flavor. 


From the point of headlines, they no doubt are an 
organic part of page layout and should be the responsi- 
bility of the layout editors. Headlines are the eyes of a 
newspaper. Producing proper, lively headlines is like 
drawing a vivid pair of eyes. “Beautiful eyes” no doubt 
will attract readers and increase a papers’ readability. 
HUNAN RIBAO had some unforgettable headlines, 
such as “Green Hills, Clear Water,” “An Ounce of 
Criticism, a Pound of Punishment,” “Disclosure of a 
Strange Phenomenon Brings Out Many a Kind-Hearted 
People” and so on. Reportedly, the paper has even given 
out awards for best headline editing. This is very bene- 
ficial toward beautifying the layout. 


pony | the Standard of the Party Paper 
Layout F iting 


As the old adage goes, human effort gets the work done. 
Human element is essential to every successful under- 
taking. The key to the success of party newspaper layout 
lies in nurturing a contingent of editors who are far- 
sighted, who are willing to make sacrifices, and who have 
stamina. We must also provide good internal and 
external environment so that they can undergo healthy 
development and can be brought to full play. To build a 
good team, there are three elements: 


One, we must optimize management and create the 
environment where the layout editors will seize the 
initiative to be responsible and be creative. 


We have accumulated much experience in layout work in 
recent years, but we have also uncovered many prob- 
lems. To create a layout that everybody likes, it is 
important that we have a scientific, proper, and effective 
management mechanism. Such mechanism must be able 
to motivate and be competitive, and it must be able to 
mobilize the editors’ enthusiasm to be bold and creative. 
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First, we need strict and scientific procedure. Page 
layout is a part of every link of newspaper work; every 
link must have a sense of the overall layout, the whole 
paper, and organization. Layout editors should follow 
the intent of each page of reporting, the scope of division 
of labor, and the arrangement of each column and should 
not do as they please and make decisions of their own. 
There is a lesson to be learned here. We should uphold 
the system of putting the editors on night-shift and 
letting the editor-in-chief go over the full-page proof. 


Second, we need an active and creative mechanism. We 
must encourage the layout editors to be bold and creative 
in pursuit of beauty while upholding principle and 
adhering to procedure, and we must advocate letting a 
hundred flowers blossom. Under normal conditions, we 
should not dictate character size, font, border, and 
column number; instead we should allow the editors to 
have ample room to be bold and creative. 


Two, we must be more nurturing and provide the editors 
with further-study opportunities so that they can grow 
and mature. Nurture has two meanings. First, it means 
the units should purposefully and systematically provide 
training. In layout work, theory is clearly lagging behind 
practice, and therefore training and improvement are 
obviously very important. In this regard, our editors- 
in-chief should be willing to spend money and make an 
investment. Training can be in any form. People can be 
sent to colleges for further studies; or they can be sent to 
qualified central or fraternal news agencies for appren- 
ticeship; or newspapers can set up their own training 
classes or short courses or hire teachers to give lectures 
and let those in the business help each other make 
improvements. Recently, Hunan’s provincial television 
system held a broadcast critique session and invited 
experts and professors from the Central Television Sta- 
tion and Beijing Broadcast College to give lectures. It 
was very successful, and everybody felt that it was like 
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opening a window to the outside world and that they 
could see how wonderful the world was. We must work 
hard in this direction. 


Nurturing also means personal cultivation—learning on 
one’s own, reviewing one’s own experience, and making 
self-improvement. Only when an editor is proficient in 
political theory and has acquired a good concept of 
policy, legislation, and discipline; only after he has 
acquired extensive knowledge, good writing skill, and an 
aesthetic temperament and has learned the general tech- 
nique of laser printing and has cultivated a meticulous 
work-style can he reach the state of being a “natural” and 
“has everything at his fingertips and write with facility.” 
It takes hard work to reach this state. 


Three, we must pay better wages and improve the layout 
editors’ living conditions so that they respect and enjoy 
their work. Layout editors work night-shift year-in and 
year-out. They never see daylight, and there is no way to 
gain fame and no means to get rich. Therefore, we must 
continuously improve their work conditions and bene- 
fits. We must adopt a preferential, biased policy and as 
much as possible give them more material benefits and 
less to worry about in the future. This means we must not 
resort to egalitarianism nor treat all people the same way. 
If one day the layout editors are paid a wage that others 
envy or covet, then capable and qualified comrades will 
want to get those posts, and then we would have accom- 
plished something. 


Party newspaper layout editors have a difficult job that 
requires sacrifices; they are on important and glorious 
grounds. Cadres at all levels should attach importance to 
this work. We in the news media should vigorously give 
publicity to the dedicated people and their spirit. Our 
management departments should give awards for out- 
standing layout and layout editors, so that we can 
strengthen and continuously raise the standard of party 
newspaper layout. 
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Impact of GATT Entry on Sichuan Economy 
94CE0298A Chengdu SICHUAN RIBAO in Chinese 
2 Jan 94 p 2 


[Article by Wu Piguang (0124 0012 0342): “Impact of 
China’s ‘Re-entry in GATT’ on Sichuan Economy and 
Countermeasures”’] 


[Excerpt] Sichuan Economic Development Confronts 
Both Opportunities and Challenges 


As Sichuan is a large province in China’s interior, it is 
extremely important that prior to China’s “re-entry in 
GATT” Sichuan decide on its strategic development 
posture and prepare a series of practical and feasible 
developmental strategies. 


At present, many developed countries are transferring 
capital and labor intensive enterprises to developing 
countries, creating a vacuum in the former’s domestic 
enterprises. Sichuan Province should seize this opportu- 
nity and attract foreign and joint venture capital to 
develop a series of labor and capital intensive enterprises 
and products. 


It should be obvious that China’s “re-entry in GATT” 
will pose serious challenges for Sichuan Province: 1) 
Because most of Sichuan’s industries are aging or seri- 
ously outdated, changing them to produce new products 
will be a slow process, in the course of which we will face 
considerable difficulties under the impact and pressure 
of GATT. 2) For many years, most Sichuan products 
were sold within the province, and proportionately very 
little sold to other provinces or exported abroad; we will 
face great difficulties adjusting to the strongly competi- 
tive, completely open and, to the considerable degree, 
free trade after China’s re-entry in GATT. 3) With 
GATT, the Sichuan’s industries most impacted will be 
machinery, electronics and automotive industries, some 
of these will be severely damaged if not shut down 
outright, unless we can in policy terms quickly devise 
suitable protective measures by utilizing relevant GATT 
articles. 


Adjusting Economic Development Strategy and Overall 
Arrangement 


If Sichuan is to develop, we must positively enter into 
and be involved in the overall international economic 
framework. We cannot simply emulate the activist exter- 
nally oriented strategy of the coastal areas, nor follow the 
central and western regions’ passive strategy of allowing 
external forces to bring about development; rather we 
must take all aspects of Sichuan’s reality into account, 
and utilize specific advantages of the environments in 
different localities, the various natural resources, and 
special characteristics of enterprises and products to 
coordinate implementation of the key points, lines of 
development and areas involved; we should devise a 
developmental strategy based on the concept of Sichuan 
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being at the center of developments which flow from east 
to west and from south to north. More concretely 


speaking: 

1) Use Sichuan as the point which links and integrates 
economic developments of the east and west to leverage 
developments within the province. Utilize the Yangtze 
river with Chongqing at one end, link Sichuan to the 


developmental patterns of the economic zone in 
Shanghai and the Yangtze river delta at the other end. 


2) With Chengdu and Chongging as the centers, open 
both cities to the outside, establish economic and tech- 
nological development zones and new and advanced 
scientific-technological development zones, open coun- 
ties (townships) and a series of industrial satellite towns 
linked to the cities, and form a multi-center and multi- 
level externally oriented development structure. In order 
to accelerate the pace of Sichuan’s opening to the out- 
side, at a suitable time a world trade tax free zone 
established in Chengdu or Chongqing is recommended. 


3) Encourage coastal provinces and cities in eastern 
China to utilize Sichuan’s rich mineral resources and its 
western region by mining, producing, processing and 
selling the mineral products, create a cycle linking indus- 
tries to products, and strengthen economic cooperation 
between the eastern and western parts of China. 


4) Build up the “Three Gorges Brand.” In conjunction 
with the Three Gorges engineering projects, bring in a 
series of new high-tech enterprises to produce high-tech 
products. Establish a new economic growth area in 
Sichuan by building up Three Gorges storage areas and 
upgrading the technology of enterprises relocated 
thereto, and produce a series of high-value, new and 


sharp products. 


5) Speed up construction of national highways, particu- 
larly the Chengdu-Chongging-Guiyang-Nanning-Beihai 
highway and the Chengdu-Chongqing-Wuhan highway; 
establish the new Sichuan’s routes to the sea through 
Wuhan, Guangxi’s Beihai and Fangchenggang Harbor. 


6) Utilize the newly constructed Bao-Cheng multi-track 
rail line to further expand economic liaison and cooper- 
ation with provinces and cities in eastern and northern 
China; in particular, utilize the Long-Hai line and Lan- 
Xin line, dubbed the second bridge linking Europe and 
the Asia continent, to concretely open up a new land 
route for external trade for Sichuan. 


7) Vigorously develop border trade and expand 
Sichuan’s external trade by utilizing the western borders. 


Make 
and 


We must first grasp hoid and execute well the task of 
restructuring existing and out-dated industries, espe- 
cially reshaping the traditional enterprises, speeding up 


Efforts To Adjust Enterprise Structure 
Composition 
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production, emphasizing shorter term profitability, con- 
centrating on developing the leading enterprises and 
promoting the market-leader products. 


We should make positive efforts to develop new high- 
tech enterprises. We should promote and encourage 
relocation to Sichuan by some highly efficient resource 
extractive and resource processing industries which pro- 
duce capital and technology intensive products to 
strengthen economic cooperation and coordination 
between eastern and western areas [of China]. We should 
utilize the advantages of Chongqing, Chengdu and the 
Mienyang Development Zone to develop a whole series 
of new high-tech products which meet domestic and 
international standards in such fields as aviation, space, 
electronics, biological sciences, medicine, optics, etc. 


In adjusting the cycle of enterprise structure and product 
composition, we should at the same time accelerate the 
readjustment of enterprise organizational setup to invig- 
orate and improve equity retention in the enterprises. 


As for the other aspects of the economy which will gain 
relative benefit or suffer considerable impact from 
China's “re-entry in GATT,” we should proceed to make 
major adjustments. We should focus on those enterprises 
which will benefit from GATT or have the greatest 
developmental potentials as well as on enterprises which 
will be most impacted after China’s re-entry in GATT. 
Among the trades and enterprises such as machinery, 
electronics, automotive (motorcycle), metallurgy, 
embroideries, textiles, leather work, etc., if they meet the 
necessary conditions, they should be organized as group 
enterprises or stockholding companies so that they can 
develop quickly within a relatively short period of time, 
and strengthen their abilities to compete in the market- 
place. 


Through opening to the outside and by attracting busi- 
ness and capital investment [to Sichuan], we should 
accelerate adjustments in Sichuan’s enterprise structure. 
To attract foreign capital, it is necessary for capital input 
to be linked to key developments in Sichuan’s enter- 
prises; as for the several rather large enterprises which 
may well be affected by China’s “re-entry in GATT,” 
such as the electronics, machinery and automotive enter- 
prises, we should take concrete steps to restructure them 
as joint-venture enterprises, expand their production 
scope, adjust their product composition, and turn them 
from the passive producers to be the aggressive activists 
that concretely tackle and open both the domestic and 
international markets. We should take concrete and 
practical steps to resolve the capital repatriation issue 
before Sichuan sets out to attract business and invest- 
ment; in particular, there are various important steps 
involving the provincial authorities that must be han- 
died deliberately and in a practical manner if we are to 
avoid any failures to conclude agreements with the 
consequence of Sichuan losing out on good products and 
projects. 
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Firmly Grasp the Enterprise Technological 
Improvement Task 


Technological improvements in Sichuan’s enterprises 
must be closely coordinated with the adjustments of 
enterprise structure and product composition; the prov- 
ince, cities, prefectures and counties, at each level, must 
focus their attention, strength and capital on a large 
group of technological improvement projects to upgrade 
their quality and variety, improve their product compo- 
sition and enhance their competitive advantages. 


To speed up the pace of technological improvement in 
enterprises, we recommend that the government con- 
sider extending preferential tax treatment, bank credit 
and suitable discounts to those enterprises engaged in the 
key technological reforms. 


In keeping with international customs, enterprises 
should gradually bring their cost accounting procedures 
in line with international practice and provide for faster 
depreciation rates of assets in order to enhance the 
technological input and development potentials of enter- 
prises. 


Science and technology should set the standards in our 
effort to increase the enterprise's technological input and 
the product's technological content, and in linking pro- 
duction, research and analysis to accelerate the transfer 
of scientific and technological results to production and 
products. 


We should finally implement a policy for encouraging 
enterprises to undertake continuous technological 
improvements. As a matter of policy, we should support 
and encourage such projects as key S&T developments, 
new products development and infusion and incorpora- 
tion of new technologies in production. 


FINANCE, BANKING 


International Securities Financing Strategy Charted 


94CE0577A Beijing GUOJI MAOYI WENTI 
[INTERNATIONAL TRADE JOURNAL] in Chinese 
17 Jun 94 pp 27-33, 37 


[Article by Liu Zhiyong (0491 1807 0516), Capital Iron 
and Steel Research and Development Corporation: 
“Preliminary Analysis of China’s International Securi- 
ties Financing Strategy”’] 


[Text] Since the advent of reform and opening to the 
outside world, China has brought $100 billion in foreign 
capital into the country. Statistics show that as of the end 
of 1992, China used a foreign trader actual investment of 
$34.16 billion, and negotiated $108.92 billion in capital. 
Between 1979 and October 1993, 21 lending countries 
promised China a cumulative $31.4 billion in govern- 
ment loans and mixed loans. Loan agreements for $25.3 
billion of this have been signed, and $18 billion has been 
used. World Bank statistics show that for fiscal 1992 
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(July 1992 to June 1993), China was the world’s largest 
borrowing country having borrowed $3.2 billion. During 
1993, China signed direct investment agreements with 
foreign corporations for more than $100 billion, of 
which approximately $15 billion of foreign trader direct 
investment was actually used. China brings in foreign 
capital in two main ways: One is joint ventures or 
independently owned plants, i.e., using foreign trader 
direct investment. The second is borrowing, i.e., using 
foreign trader indirect investment in the form of inter- 
national commercial bank loans, international financial 
organization loans, government loans, and foreign 
export credit. Although both forms of bringing foreign 
capital into the country have played a positive role in the 
development of China’s economy, they also have their 
shortcomings and limitations. First, when money is 
brought into the country though foreign trader direct 
investment, the foreign traders mostly invest in plants or 
investment enterprises. Consequently, those who attract 
the foreign capital generally have to make capital, tech- 
nology. and markets available as well. When foreign 
capital enters the country, it is subject to the limitations 
of environmental factors such as foreign currency bal- 
ance of payments, and renminbi counterpart funds. In 
addition, much depends on the degree to which the 
domestic market is developed. When setting up high 
technology foreign trader investment enterprises, in par- 
ticular, the price to be paid is usually the opening up of 
a portion of the domestic market. In addition, the 
Chinese economic sectors in which money ‘s invested 
through these means « annot allocate it to the places that 
it is needed most in 'uilding the economy. Thus, prob- 
lems arise in which foreign trader investment is not 
sufficiently coordinated with the domestic economic 
structure. Second, use of foreign trader indirect invest- 
ment as a means of bringing in foreign capital means that 
the debtor has to bear all responsibility and risk for 
repayment of the principal with interest. The interna- 
tional debt crises that have occurred in developing 
countries such as Mexico and Brazil should give us 
pause. 


The trend nowadays is toward raising money through the 
sale of securities in international financial markets. This 
means that, more and more, the trend is toward the 
issuance of various kinds of indebtedness securities and 
various different kinds of debentures, commercial paper, 
and stock shares to raise money from the public directly. 
This differs from indirect financing in which banks draw 
on the savings of the public. Financing through interna- 
tional securities markets is characterized by fund raising 
entities taking the initiative, a wide range of places where 
funds can be raised, flexibility in the use of funds that are 
raised, and long periods of use of the money raised. 
Commercial bank loans are gradually diminishing in 
international capital markets, and debenture and stock 
share investment is markedly on the rise. Figures given 
in an International Monetary Fund report that Amer- 
ican, European, and Japanese holdings of transnational 
shares increased from $800 billion in 1986 to $1.3 
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trillion in 1991. International securities market com- 
bined statistics show a trading volume of $7 trillion in 
Europe’s security markets during 1992. Figures pub- 
lished by the American Security Data Corporation show 
the issuance of more than $1.5 trillion worth of deben- 
tures and stock throughout the world in 1993, breaking 
the $1.1 billion record set in 1992. Securities markets 
have broken the geographic limitations of space and 
man-made limitations. The range of financing is 
expanding steadily. Statistics show that during 1992 the 
Chinese Government and enterprises issued stock shares 
abroad having a value of $1.1 billion, and debentures 
having a value of $1.16 billion. Financing through inter- 
national securities markets accounts for only a very 
small portion of China’s importation of foreign capital: 
therefore, how the Chinese government and enterprises 
use international securities market financing is a major 
problem in urgent need of solution today. This article 
seeks to use analysis and study of China’s successful 
experiences with international securities financing to 
help the country use international securities markets for 
financing. 


1. International Bond Financing 


The world began to issue bonds to raise money during 
the 19th century; however, it was not until the late 1960s 
that this way of raising money really caught on. By the 
1980s, the international bond market saw even more 
rapid growth and strengthening. With the international- 
ization of securities markets, international bond 
financing replaced international borrowing to become 
the main form of international financing. In 1981, $49 
billion in international bonds were issued. This was only 
30 percent of international bank loans. By the first half 
of 1985, however, the amount of international bonds 
issued was more than double the amount of international 
loans. China’s earliest international bond issue was on 
20 May 1911 when the Qing government signed the 
Hunan-Guangdong Railroad Debt Agreement with four 
United States and British banks. It sold the railroad’s 
construction rights in return for 6 million British 
pounds. Forty year bonds were issued in Britain and the 
United States. Following founding of the people’s 
republic, China began to issue international bonds 
during the 1980s. Statistics show that between 1986 and 
1992, China made 49 bond issues on international 
securities markets for a total of $6.723 billion. Money 
was raised through international bond issues for invest- 
ment in key areas of the domestic economy and for 
important projects such as harbor construction, the 
installation of telecommunications facilities, and for the 
technological transformation of basic raw and processed 
materials industries. They played a marked role in 
accelerating development of the national economy. 


a). Combination of Government and Enterprise Interna- 
tional Bond financing 


By issuing international bonds on the international secu- 
rities market, China can both solve its problems of a 








This report contains information which is or may be copyrighted in a number of countries. Therefore, copying and/or 
further dissemination of the report is expressly prohibited without obtaining the permission of the copyright owner(s). 














8 ECONOMIC 


shortage of money and foreign exchange for economic 
construction and also avoid raising money abroad 
through bank loans, thereby lowering its interest pay- 
ments. China employs a combination of government 
financial institution and qualified large state-owned 
enterprise fund raising in international securities mar- 
kets. 


International bonds issued by government financial 
institutions are issued in the name of the Chinese gov- 
ernment. They have reliable backing. In 1987, the Chi- 
nese government gained some experience from the issue 
of a foreign exchange treasury bond on the international 
securities market in Frankfurt, Germany. In 1991, the 
Chinese Bank of Communications issued China's first 
floating interest international bond in Singapore, which 
set off a craze in Asia for Chinese floating interest rate 
bonds denominated in United States dollars. In 1992, 
China listed at least 10 international bond issues on the 
securities markets in London, Tokyo, Hong Kong, and 
Singapore, which raised $1.66 billion. In 1993, interna- 
tional securities markets bond issues by Chinese finan- 
cial institutions of various kinds nearly doubled the 
previous year amount at $3 billion. One of these was the 
issue of 28 June in which the Bank of China issued $200 
million worth of 5-year European bonds on the London 
international securities market. This was the Bank of 
China’s largest single medium term fund raising in 
European securities markets. China issues bonds inter- 
nationally through the European, Asian, and United 
States markets. The markets tend to be spread out. In 
1993, China made 21 issues of bonds on the interna- 
tional securities market, six of them on the Tokyo 
securities market, six on the European securities market, 
six on the Asian market, and three on the American 
market. Reportedly, China’s Ministry of Finance is pre- 
paring its largest capital bond issue valued at approxi- 
mately $5 billion in the European and American securi- 
ties markets. In addition, qualified large state-owned 
enterprises in the country have also issued international 
bonds abroad with great success. On 28 July 1993, China 
International Trust Investment Company (hereinafter 
termed China Trust Company), issued $250 million 
worth of capital bonds having a 10 year maturity date in 
the United States. These were the first capital bonds that 
a large state-owned Chinese enterprises issued in the 
United States. On 4 August, China Trust Company 
received the full $250 million from the bonds. This huge 
sum of money was mostly invested in construction 
projects for whose development the state provides key 
support, including energy, transportation, raw and pro- 
cessed materials, and communications. 


Fund raising through both government and international 
bond financing can increase the country’s financing 
channels, thereby increasing opportunities for foreign 
capital investment in China. At the same time, China 
can diversify its international bond financing to expand 
the scale of fund raising through bonds. In addition, the 
Chinese government's and enterprise’s opening toward 
the international securities business is also an extremely 
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beneficial substantive effort. China’s large state-owned 
enterprise efforts in the use of international bonds for 
financing is still in the trial and preliminary stage. 
Expansion of the scale of financing China’s enterprises 
through international bonds requires steady feeling of 
our way through practice. In the west, some large state 
enterprise receive government guarantees for the issu- 
ance of international bonds. The issuance of interna- 
tional bonds by qualified large state-owned enterprises 
in China might look into link-ups with projects making 
good returns, or getting government bank credit guaran- 
tees during the initial stage. Later on after a company’s 
creditworthiness has been established, it can then use 
that creditworthiness to issue bonds. 


b). Financing Through a Combination of Public and 
Private Subscription 


The issuance of international bonds on international 
securities markets is divided into public subscription 
bonds and private subscription [or private placement] 
bonds. When listing on the United States securities 
market, foreign companies issuing bonds must register 
with the United States Federal Securities Exchange 
Commission (SEC) as the securities laws require. Bond 
issuing companies must file a registration statement and 
a prospectus with the SEC, both of which must include 
certain prescribed information. The method that secun- 
ties issuing companies most commonly use in issuing 
corporate bonds that are not registered is private sub- 
scription [or placement]. Issuing companies that rely on 
private placement to avoid registration must guarantee 
that bond sales and trades are not made publicly. There- 
fore, when issuing private subscription bonds, securities 
issuing companies need not prepare and file either a 
registration statement or a prospectus; however, they 
must prepare a private placement memorandum. The 
issuance of private subscription bonds gets around costly 
and time-consuming preparation and filing of a registra- 
tion statement and a prospectus, but it requires mar- 
keting shares in the United States in accordance with 
regulations. The greatest disadvantage is bonds sold 
according to regulations cannot be freely transferred on 
the American secondary market. They can be resold only 
to a qualified institution. Issuing companies must 
employ various mechanisms to ensure that the bond 
purchasers will not be able to resell the bonds to the 
public, because this would mean that what was originally 
a private placement would lose it private placement 
character. Therefore, the fluidity of the private place- 
ment resale market is far less than that of public sub- 
scription bonds. This may hurt both the sales volume 
and the price of these bonds. Unlike privately placed 
bonds, public subscription bonds may enter the sec- 
ondary market directly to be listed for buying and selling. 
This provides a foreign corporation opportunity for 
entering an extraordinarily broad and fluid first class 
capital market. Nevertheless, the legal difficulties in 
preparing a registration statement and a prospectus are 
substantial. 
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In 1982, China Trust Company successfully made a 10 
billion yen private bond placement in Tokyo, which 
rescued a key construction project on the verge of 
collapse—the Yicheng Chemical Fiber Project in 
Jiangsu. Thereafter, the same company issued more than 
1¢@ bonds in Hong Kong, London, Frankfurt, Luxem- 
bourg, and Singapore. In 1993, the China Trust Com- 
pany successfully issued $250 million worth of public 
subscription bonds in the United States in what was a 
strategic breakthrough in the issuing of international 
bonds by a Chinese company. This issue changed com- 
pletely the Chinese financing channels formerly used for 
foreign commercial long-term capital, which had 
depended mostly on Japanese and Asian markets, by 
switching to the American market, which has great 
financial strength and long-term stability. The successful 
issuance of both public subscription and private sub- 
scription bonds enabled China to open up an omni- 
directional, multi-level financing channel in the interna- 
tional securities market. This improved China’s credit in 
international securities markets, winning the initiative 
for China in financing on the international securities 
market. 


c). Combination of Internally and Externally Registered 
Chinese Enterprise International Bond Financing 


In December 1993, the Chinese Overseas Development 
Corporation, a Hong Kong holding company (75 percent 
of shares) of the Chinese Construction Corporation, 
issued $125 million of convertible share bonds. (Con- 
vertible share bones are negotiable securities in between 
stock shares and bonds. As with ordinary bonds, the 
issuer has to pay interest to the holder. The difference is 
that the holder may convert share bonds to either cash or 
stock shares at any time during the period for which the 
share bonds are issued, which is usually 5 to 7 years). 
These bonds were listed simultaneously on both the 
Hong Kong and Luxembourg bond exchanges, which 
offered them to European and Asian investors. They 
produced a net return of $122 million, which will be used 
to develop real estate in Hong Kong and China, and will 
be used for construction projects and other business 
investments. Reportedly five joint ventures in which 
mainland enterprises control large numbers of shares, 
including Aohai Investment Company, Yuexiu Invest- 
ment Company, and Hong Kong China Travel Com- 
pany, which are Hong Kong registered, Chinese-owned 
companies listed on the Hong Kong Stock Market, 
issued between $102 million and $183 million worth of 
convertible bonds. It is said that China’s Capital Iron 
and Steel Corporation’s Hong Kong holding company, 
Shouchang International Company (in which Capital 
Iron and Steel holds 51 percent of the shares) will raise 
$183 million through the issue of European bonds in 
Luxembourg. China’s chemical industry will use its 
American group, the Chinese Chemical Import-Export 
American Group, to issue $100 million of commercial 
paper, mostly to investors in American financial mar- 
kets. 
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China’s securities markets have been in existence for 
only a relatively short time, so many laws and regula- 
tions have yet to be put in place. China’s present 
accounting, legal, and audit systems do not meet inter- 
national standards. This makes foreign investors less 
interested in subscribing to China-registered Chinese 
enterprises that float blonds in international securities 
markets. Meanwhile, the shares that China’s domestic 
enterprises control, and the international! bonds of enter- 
prises registered abroad make up for this inadequacy. In 
order to bring in money at once for China economic 
construction, when China’s domestic securities markets 
are meshed with international securities markets, a 
financing system will have to be put in place to finance 
both China’s internally and externally registered enter- 
prises. 


2. International Stock Financing 


Share trading to raise money began in the world for the 
first time during the 17th and 18th centuries. With the 
development of transnational corporations since the 
1960s, the issuance of shares for financing in interna- 
tional capital markets has become one of the main ways 
in which enterprises around the world raise money. With 
the rapid growth of China’s economy since the 1990s, 
China’s stock market has also begun to become more 
internationalized. Unlike domestic stock, international 
shares are issued across national boundaries. They are 
global in character. The subscription and sale of shares is 
conducted outside the issuing company’s country, 
meaning that buying and selling is done in international 
capital markets in which trading is done by international 
banking groups and securities exchanges. Financing on 
international stock markets makes it possible to bring in 
foreign capital directly through share capital without 
increasing foreign debt. It also permits a expansion of 
fund raising to the international arena. This has pro- 
moted the internationalization of China’s securities mar- 
kets, and has caused Chinese enterprises to turn to 
international markets. In addition, getting the use of 
foreign capital by issuing stock shares is not only a new 
way of bringing foreign capital into China, but it is also 
much more advantageous than borrowing abroad, 
attracting foreign trader direct investment, or even 
issuing international bonds abroad. For investors out- 
side their own country, investment in stock shares is an 
investment method that is both in keeping with interna- 
tional practice, and familiar. Investment in shares does 
not require a long validation and examination of the 
project in which an investment is to be made. Invest- 
ment methods are flexible, much or little may be 
invested, liquidity is high, and the shares may be trans- 
ferred at any time. Consequently, investors frequently 
invest in shares. 


a). Financing Through the Issuance of B Shares 


The term B shares means a kind of shares listed on 
Chinese stock markets that are issued outside China in 
which natural persons or juridical persons abroad or in 
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Hong Kong, Macao, and Taiwan may invest directly 
using foreign currency. They are a renminbi- 
denominated special form of ordinary shares that may be 
exchanged only among natural persons and juridical 
persons abroad or in Hong Kong, Macao, and Taiwan. 


In November 1991, the Shanghai Shenyin Securities 
Corporation took the lead in opening an international 
market for Chinese stock shares. It successfully issued 
China’s first special form of ordinary renminbi shares— 
B shares—for the Shanghai Vacuum Electron Device 
Corporation. Issuance ended on | February 1992, a total 
of 1 million shares having been issued. The firm raised 
$67.5 million through these shares. This was a new effort 
that China made for the first time to use share certifi- 
cates to bring in foreign investment. It marked a major 
step in China’s continuation of a securities internation- 
alization course following its entry into international 
securities markets. Subsequently, 38 listing companies in 
Shanghai and Shenzhen successfully issued B shares to 
investors outside China. Nineteen of these companies 
were in Shanghai, and the other 19 were in Shenzhen. 
Altogether, they listed 2.45 billion worth of renminbi 
shares, which raised hundreds of millions of dollars in 
foreign capital. For domestic enterprises, the issuance of 
B shares meant not only a way to overcome the short- 
comings of other financing means, but also achieved the 
goal of attracting a steady, long-term source of foreign 
capital. It also enabled domestic enterprises to enter the 
international market via the B share market. For inves- 
tors outside China, the B shares provided a way to satisfy 
their desire to invest in China’s economic construction, 
and it also eliminated or reduced risks in the investmeni 
of foreign capital in China. However, since China’s 
accounting system differs greatly from international 
accounting systems, in addition to which every country 
and territory in the world places numerous stringent 
legal limitations on the open issuance and marketing of 
foreign company shares in its country, B shares can be 
sold abroad only through the private placement system. 
The listing of B shares is also limited to securities 
exchanges inside China. Consequently, the issuance of B 
shares is far from ideal. In May 1993, the United States 
SEC permitted the holding of Chinese B shares by 
registered investment groups in order to avoid litigation 
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based on America’s 1904 trust and investment law. This 
permitted greater “freedom” for China funds around the 
world, including in the United States. It made B shares 
an investment choice. China must further improve B 
share trading ways and means in order to expand the 
issuance of B shares. At the same time, it must quickly 
bring the accounting and legal system for state-owned 
enterprises that list B shares into line with international 
standards so that their accounting statements accurately 
reflect enterprises’ operating situation. 


b). Financing of Chinese Enterprises Through Direct 
Listing Abroad 


Financing of state-owned enterprises registered in China 
through direct listing on foreign securities exchanges can 
provide a convenient way for enterprises to raise money 
abroad. It can also raise the enterprises’ prestige and 
international standing, and transform enterprises’ oper- 
ating mechanisms. In addition, it can also help China’s 
enterprises get into the international market. By listing 
abroad, the products that enterprises produce can be 
moved into international markets. In October 1992, the 
State Council Securities Commission decided that nine 
large state-owned enterprises could list shares directly on 
the Hong Kong market. H shares were issued for sale (H 
shares are a special kind of renminbi denominated 
shares offered only to Hong Kong and overseas investors 
that can be subscribed to or bought and sold in Hong 
Kong dollars). In 1993, six state-owned enterprises listed 
shares directly on the Hong Kong market. These were the 
Qingdao Beer Company, Ltd., the Shanghai Petrochem- 
ical Company, Ltd., the Guangzhou Guangchuan Inter- 
national Company, Ltd., Beiren Printing Machinery 
Company, Ltd., Maanshan Iron and Steel Company, 
Ltd., and Kunming Machine Tool Company, Ltd. They 
raised more than HK$7 billion in capital. The following 
table shows the status of companies listing shares on the 
Hong Kong market in 1993. In addition, the Shanghai 
Petrochemical Company, Ltd. was the first major state- 
owned enterprise to list and trade shares directly on the 
United States and the Hong Kong stock markets at the 
same time. By raising money through the issuance of 
shares around the globe, this was also the largest Asian 
issuance of new shares abroad. 





State-Owned Enterprise Shares Listed in Hong Kong in 1993 




















Qingdao Beer Shanghai Petro- Guangzhou Beiren Printing Maanshan Iron Kunming 
chemicals Guangchuan and Steel Machine Tools 

Market price 17.89 14.1 9.5 11.5 9.8 8.9 
profit rate (times) 
Share offering 31,760 168,000 14,500 10,000 173,293 6,500 
(10,000 shares) 
Sale price per 2.80 1.59 2.08 2.08 2.27 1.98 
share ($HK) 
Amount raised 8.89 26.71 3.016 2.08 39.34 1.29 
(HK$100 million) 
Marketing date 15/7 26/7 6/8 6/8 3/11 7/12 
(Day/Month) 
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A common thread running through the six state-owned 
enterprises that listed shares on the Hong Kong Stock 
Exchange was their lack of funds needed for develop- 
ment, which put a damper on normal business develop- 
ment. Now, thanks to the issuance of shares abroad to 
raise money, they have gained many advantages for the 
development of their business, for technological trans- 
formation, to expand the scale of production, and to 
diversify development. The direct listing of shares on 
foreign securities exchanges by state-owned enterprises 
registered in inland China was also a major breakthrough 
in the internationalization of China’s securities markets. 
If China is to reform and open to the outside world, and 
build a socialist market economy, existing enterprises 
must modernize their enterprise systems. The direct 
listing of shares abroad by the country’s enterprises plays 
a positive role in spurring their internationalization. 
This is because state-owned enterprises must reorganize 
in order to list their shares directly in foreign markets. 
This reorganization includes simplifying their organiza- 
tion, keeping accounts according to international prac- 
tice, appointing independent board members, and set- 
ting up modern enterprise systems that have as their goal 
the improvement of economic returns. It also means 
acceptance of the strict supervision and control of for- 
eign securities institutions. This will enable these enter- 
prises to adjust to international practices quite success- 
fully. This is also the only way to gain the confidence of 
international investors to permit enterprises to raise 
money through internationally endorsed financial mar- 
kets for the development and expansion of their own 
businesses. 


c). Financing of Foreign Registered Chinese Enterprises 
Through Direct Listing of Shares Abroad 


In early 1991, the Hong Kong Brilliance Group Com- 
pany, Ltd (an enterprise group under the Chinese 
Finance and Education Development Fund), and the 
Shenyang Gold Cup Automobile Company, Ltd. 
formed a joint venture called the Shenyang Gold Cup 
Passenger Car Company Ltd. The company’s share 
distribution was as follows: Gold Cup Group, 60 per- 
cent; Hong Kong Huabo Finance Company Ltd.: 25 
percent; and Hainan Huayin International Trust 
Investment Company: 15 percent. In early 1992, the 
China Finance and Education Development Fund sub- 
scribed capital to set up China Brilliance Automotive 
Holdings Limited, which was registered in Bermuda. 
Subsequently this company bought 51 percent of shares 
from the Gold Cup Group, Huabo, and Huayin to get a 
controlling interest, and it gave to Gold Cup Group, 
21.5 percent of the shares transferred from China 
Brilliance Automotive Holdings Ltd. Thus, China Bril- 
liance Automotive Holdings Ltd. got control of 51 
percent of the shares of the Shenyang Gold Cup Pas- 
senger Car Manufacturing Company Ltd through the 
purchase of shares. On 9 October 1992, the Shenyang 
Passenger Car Manufacturing Company Ltd.’s holding 
company, China Brilliance Automotive Holdings Lim- 
ited (abbreviated to CBA in English), was formally 
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listed on the New York Stock Exchange. It was an 
immediate success. The opening market price of CBA 
was $20 per share. The price increased 25 percent with 
the trading of | million shares on the same day, making 
it one of the most actively traded shares on the New 
York Stock Exchange that day. It was also regarded as 
the one Chinese stock holding an EAFE index that a 
stock must have to be represented among all large 
international funds. After deducting marketing, 
auditing, and legal expenses, this foreign issue of CBA 
produced $72 million. According to Bermuda and 
United States law, China Brilliance Holding Company 
could only reinvest the money it made from floating 
shares in its sole asset, the Gold Cup Passenger Car 
Manufacturing Company. Thus, it realized its goal of 
bringing in foreign capital directly from shares. 


China Brilliance Automotive Holdings Ltd’s listing on 
the American securities market began a new form of 
share marketing. After reorganizing it and packaging 
itself for a tax-exempt zone, a company such as the 
Shenyang Gold Cup Passenger Car Manufacturing Cor- 
poration goes through a roundabout process of regis- 
tering and setting up a holding company having the 
single function of listing in international securities mar- 
kets. In this way it is able to gain the endorsement of the 
legal system in international capital markets, even 
though China’s accounting, auditing, and legal systems 
do not meet international requirements, thereby suc- 
ceeding in bringing in foreign capital. In a certain sense, 
this pretty well solves the problems of listing Chinese 
enterprises abroad and non-acceptance by foreign inves- 
tors of Chinese enterprises listed abroad. 


In addition, inland China state-owned enterprises have 
employed the setting up of new companies registered in 
Hong Kong that control the shares of enterprises hoping 
to list shares, then having the Hong Kong company 
openly issue shares for listing to raise capital. On 10 
February 1993, the Hong Kong holding company for the 
Guangzhou Motor Vehicle Group—the Junwei Invest- 
ment Corporation—raised HK$402 million by floating 
shares in Hong Kong. This made it the first inland China 
company to list shares indirectly in Hong Kong. Inves- 
tors-subscribed capital amounted to 660 times the 
amount to be raised, an all-time high for the Hong Kong 
Stock Market. Other Chinese-owned enterprises in Hong 
Kong presently using this same method to raise finance 
capital through Hong Kong listings include the Haihong 
Group of the China Steamship Navigation Company, 
the Chinese Overseas Development Company of the 
Chinese Construction Corporation, the China Travel 
International Investment Company Ltd. of the Hong 
Kong China Travel Group, and the Yuexiu Investment 
Corporation of the Yuexiu Enterprise Group. Listing of 
shares through this method can more effectively increase 
the name recognition of enterprises. In addition, openly 
issuing shares to the public can spread shareholders more 
widely, and lower listing costs. Thus, this method shows 
very good future prospects under today’s market condi- 
tions. 
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d). Financing By Buying a Shell for Listing 


The term “buying a shell for listing” applies to a com- 
pany that pays cash or exchanges shares to buy part or all 
the stock of another company that lists shares on a stock 
market as a means of obtaining listing status. Chinese- 
owned company purchases of such shells in Hong Kong 
began in early 1984 when the Chung-yin Group and the 
China Resources Group jointly set up Hsin-ch’iung 
Enterprises Ltd. Hsin-ch’iung Enterprises put HK$437 
million into Hong Kong’s largest listed electronics group 
company, K’ang-li Investment Company, Ltd., 
obtaining 67 percent of its shares. Capital Iron and Steel 
was the first inland China enterprise to buy a shell for the 
listing of shares. In October 1992, Capital Iron and Steel 
bought 51 percent of the shares of Dongrong Iron and 
Steel Company for HK$239 million, and changed Don- 
grong’s name to Shouchang International Company. In 
April 1993, Capital Iron and Steel also bought 46.1 
percent of Santai Enterprises shares. In May 1993, 
Capital Iron and Steel used Shouchang International 
Company’s large supply of share capital to raise 
HK$1.881 billion. To date, 17 inland China state-owned 
enterprises have bought shells to get listings on Hong 
Kong’s security market to raise money, raising nearly 
HK$7.9 billion. Some large and medium-sized state- 
owned enterprises in inland China that are strong and 
making good returns have purchased Hong Kong listed 
companies in order to raise money in the Hong Kong 
capital market. In this way, they can not only avoid 
listing directly in Hong Kong and the many difficulties 
resulting from the differences between inland accounting 
and legal system and the legal system in international 
capital markets, but they can use Hong Kong’s position 
as an international financial center to raise foreign 
capital. They can also use this ability as a medium for the 
importation into the country of capital, technology and 
sophisticated management experience, thereby laying a 
foundation for enterprise’s future transnational opera- 
tion. 


3. Mutual Fund Financing 


The term mutual fund (also known as investment fund) 
means, stock shares, bonds, and other financial securities 
managed by a middleman investment group. This is a 
principal means of investing in modern financial mar- 
kets. Elsewhere in the world, mutual funds are a very 
successful means of attracting foreign capital. They are 
in common use in newly industrializing countries such as 
Singapore and South Korea. Reportedly, between 1980 
and 1993, mutual fund assets in the United States 
increased more than 11 fold. In 1992 alone, investors 
withdrew a net $206 billion from banks and savings 
institutions to buy mutual fund shares. Long-term cap- 
ital market mutual funds invest mostly in stocks and 
bonds. These funds must report the value of their shares 
at the market price. Short-term capital market mutual 
funds invest mostly in all sorts of short-term capital 
market financial instruments such as commercial bills, 
certificates of deposit, and treasury bonds. Mutual funds 
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may be divided into three basic kinds: open ended funds 
(which must be redeemed at once upon demand at the 
fund’s last figured net output value price), closed end 
funds (which do not redeem shares. They generally 
provide a fixed amount of unredeemable shares, which 
can be traded in stock exchanges), and unit investment 
trusts (which hold quantities of relatively stable groups 
of securities and are not strictly controlled). Since 
mutual funds are more attractive than bank savings 
deposits, in addition to their liquidity and other features, 
they have attracted increasing attention. 


Mutual funds began in China around 1987. They began 
first with financial institutions familiar with the business 
abroad setting up “Chinese investment funds” abroad. 
After accumulating a certain amount of experiences, 
mutual funds in China scored some substantive break- 
throughs. In August 1992, the China Corporation for 
New Technology Development together with the Hong 
Kong and Shanghai Bank Group and the Chartered Bank 
in Hong Kong, formed the China Properties Fund. 
During September of the same year, the Central Trust 
Company and the British K.B. Bank jointly started the 
China Investment and Development Fund in Hong 
Kong. In October of the same year, the Hong Kong Bank 
of China Group established the Bank of China China 
Fund. In November 1992, China founded China’s first 
standard corporation type closed end mutual fund, the 
Zibo Township and Town Enterprises Investment Fund, 
which was formally approved by the head office of the 
Chinese People’s Bank and was inaugurated by five 
financial institutions including the Chinese Rural Devel- 
opment Trust Investment Company. Today, China’s use 
abroad of mutual funds to bring foreign capital into 
China is at the experimental stage. China must benefit 
from foreign experiences to establish standard assets 
control companies and deeds of trust, and to begin the 
trial operation of Sino-foreign joint venture unit invest- 
ment trust companies. Larger financial institutions in 
China together with financial institutions, or investment 
companies, or securities businesses abroad must sub- 
scribe capital for companies to operate mutual fund 
businesses that offer Chinese mutual funds inside China 
and abroad, and to set up foreign currency mutual fund 
investment for the opening of a way for medium and 
small investors abroad to invest in China. At the same 
time, foreign funds should be permitted to invest in the 
Chinese securities market, with foreign funds being 
gradually brought into China. Reportedly five or six 
large international companies such as the German Benz 
Corporation and the Hong Kong Bank of East Asia are 
discussing listing with the Shanghai Securities Exchange 
to bring foreign mutual funds into China. Mutual funds 
offer a new channel for Chinese investment, fund 
raising, and use of foreign capital. Permitting foreign 
funds to invest in Chinese securities markets and to 
invest in business and industry permit study of foreign 
found organization and management and how funds are 
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employed to promote the internationalization of China’s 
securities markets. It would also widen the importation 
and use of foreign capital. 


4. Combination of International Securities Financing 
and International Securities Investment 


Generally speaking, China is a developing country with a 
severe funds shortage. The use of foreign capital, partic- 
ularly the attraction of foreign capital through the inter- 
national securities markets, is an effective way to accel- 
erate the country’s economic construction. If Chinese 
firms want to become a part of the international eco- 
nomic system, they will have to take active part in 
international competition, going abroad to invest in 
plants and to engage in transnational businesses. More- 
over, participation in international securities investment 
not only can promote exports and the importation of 
sophisticated technology and equipment, but it can 
improve the international standing of enterprises and 
the country, thereby not only gaining returns from 
investment in securities, but also helping increase Chi- 
nese enterprises’ and the government’s ability to conduct 
securities financing in international securities markets. 
The Chinese government must reduce limitations on 
Chinese securities institutions’ investment abroad, per- 
mitting a number of securities traders that are strong and 
internationally competitive to go abroad to engage in 
securities trading. In January 1990, the Hong Kong 
Central Trust Group purchased the Hong Kong-listed 
Taifu Development Company Ltd., changing its name to 
Central Trust Taifu. Within the short period of slightly 
more than 3 years, thanks to several successful equity 
financing deals and purchases, Central Trust Taifu went 
from being a small company having a market value of no 
more than HK$1 billion to a large company having a 
market value of approximately HK$33.4 billion. In 
addition, China Trust Taifu used equity financing to buy 
Hong Kong Telecommunications, Cathay Pacific Air- 
ways, Hong Kong-Kowloon Airways, Macao Telecom- 
munications, and Hong Kong Properties . At the same 
time, it successfully bought Hengchang Hang, which 
owns Dachang Trading Company and has an assets value 
of more than HK$8 billion. Thus, it rapidly grew into a 
large conglomerate entrepreneurial bloc corporation 
involved in aviation, telecommunications, trade, and 
real estate. 


Merits, Problems of New Foreign Exchange 
System 


94CE0611A Hong Kong CHING-CHI TAO-PAO 
[ECONOMIC REPORTER] in Chinese No 21, 
30 May 94 12-13 


[Article by Chen Yingshun (7115 5391 7311): “China’s 
New Foreign Exchange System: Merits, Problems’’} 


[Text] Beginning from | January 1994, China has carried 
out a series of reforms on its foreign exchange manage- 
ment system. The new foreign exchange system focuses 
on the merger of the former dual exchange rates and the 
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implementation of a unitary and manageable floating 
exchange rate system based on market supply and 
demand. Next, the system of retaining a part of foreign 
exchange earned and remitting a specific amount of 
foreign exchange to the state has been abolished, and the 
system of banks settling accounts and selling foreign 
exchange implemented. Also, a unified national inter- 
bank foreign exchange market has been established. 


The new foreign exchange system mainly has the fol- 
lowing positive meanings: 


1. Realize the unitary exchange rate, and rectify the 
inconvenience given foreign trade and foreign investors 
by the former dual exchange rates. For example, all the 
capital of foreign investors remitted into China and their 
profits remitted out of China are calculated on the basis 
of the unitary exchange rate. This has helped eliminate 
the disadvantages created by underestimating the invest- 
ment in foreign currency in the past, since under the 
system of dual exchange rates, the foreign capital 
remitted into China was calculated according to the 
official exchange rate, while the profits made by foreign 
investors remitted out of China were calculated 
according to the rate on the swap market. This has also 
helped attract more foreign businessmen to make invest- 
ment in our country. 


2. Accelerate the enterprises’ fund circulation. Right 
now, enterprises would have their revenue in renminbi 
as soon as their foreign exchange accounts are settled. 
Their fund circulation is noticeably accelerated. In the 
past, it took as long as one month to get paid in renminbi 
after the accounts were settled. In addition, the proce- 
dure of acquiring foreign exchange is much simpler 
under the new system as compared with before. 


3. Help the state increase its ability to exercise macro- 
control over its foreign exchange. Under the previous 
foreign exchange system, a considerable amount of for- 
eign exchange is in the hands of millions of enterprises 
and institutions in the form of credits. In localities where 
the system of spot foreign exchange retention is being 
implemented, enterprises also keep a spot foreign 
exchange account for their own uses. The amount of 
foreign exchange that the state may use to regulate the 
foreign exchange market is insufficient. When the rate 
on the foreign exchange swap market fluctuates, it will 
inspire these enterprises to speculate. For example, when 
the foreign exchange is in short supply and the rate of 
foreign exchange on the swap market is expected to rise, 
some enterprises take the opportunity to buy foreign 
exchange to increase their credit line, thus aggravating 
the fluctuations on the swap market. Under the new 
system, the foreign exchange is basically in the hands of 
the state (bank). Enterprises in China (with the exception 
of foreign-funded enterprises) no longer have foreign 
exchange. This will eliminate the speculative incentive 
of these enterprises, effectively stabilize the exchange 
rate, and ensure the supply of foreign exchange in 
carrying out trading activities. 
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Nevertheless, some problems and potential contradic- 
tions have also cropped up in the course of implementing 
the new foreign exchange system. A more evident 
problem is that enterprises now assume higher risks in 
handling foreign exchange. Now, enterprises in China 
have to sell all their foreign exchange revenues to the 
authorized foreign exchange banks, and later buy foreign 
exchange from these banks when they need foreign 
exc ange. There will be a time difference between the 
time when they sell their foreign exchange and that when 
they buy foreign exchange. The rate of exchange may 
change during that period. There is no problem when the 
rate of exchange remains stable. However, when the rate 
goes up sharply against the renminbi, enterprises would 
incur high risks and suffer tremendous losses. 


In sharp contract to this situation, foreign-funded enter- 
prises still follow the previous practice under the new 
foreign exchange system. There is no need for them to 
settle accounts for their foreign exchange revenues. They 
may open a foreign exchange account in one of the 
authorized foreign exchange banks. Even foreign 
exchange swap markets are retained for their uses. For- 
eign-funded enterprises may buy or sell foreign exchange 
in accordance with the rate changes or at their antici- 
pated exchange rate. They may also lower their foreign 
exchange risks by using their foreign exchange as a 
collateral to obtain loans in renminbi. As compared with 
their Chinese counterparts, they are in a much better 
position in guarding against the exchange rate risk. In 
this connection, the new foreign exchange system is not 
so fair in terms of market competition. 


Another transitional measure has been introduced when 
the new foreign exchange system was announced. That 
is, Chinese export enterprises may open foreign 
exchange accounts and keep 50 percent of the foreign 
exchange for their own uses. Some enterprises manufac- 
ture their products mainly with raw materials made in 
China. They use less foreign exchange while earning a 
great deal of foreign exchange. These kinds of foreign 
exchange accounts are not so useful to them. (They hope 
that they are allowed to sell their foreign exchange just 
like what they did before.) As for those enterprises which 


import a great deal of raw materials and parts and earn ~ 


less foreign exchange while spending a large amount of 
foreign exchange, they have not enough foreign exchange 
in their accounts. It will be a more realistic approach if 
enterprises can be divided into two or three different 
categories with different percentages in calculating the 
amount of foreign exchange they may keep in their 
accounts. 


Another issue which is connected with exchange rate 
risks is one of stability after the introduction of the 
unitary exchange rate. Although the exchange rate 
remains relatively stable after the introduction of the 
unitary rate several months ago, it should be mentioned 
that the pressure for the devaluation of renminbi is still 
existent. (1) In a strict sense, this kind of unitary 
exchange rate is not a market exchange rate. Although a 
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unified national foreign exchange market—the China 
Foreign Exchange Transaction Center—has begun to 
operate since mid-April, it does not fully reflect the 
relation between supply and demand. It is most basic 
and evident that enterprises are mandated to have their 
foreign exchange accounts settled, while they are some- 
what restricted in using foreign exchange. The former is 
aimed at increasing the banks’ abilities to supply foreign 
exchange (that means to try our best to increase the 
potential for supply), while the latter is aimed at limiting 
the demand. Limiting the demand means that the actual 
exchange rate of renminbi must be lower than the given 
rate. (2) The continuous price hikes in China have also 
increased the pressure on the renminbi for devaluation. 
China’s inflation rate was 13 percent in 1993. It 
exceeded 20 percent during the first quarter of 1994, 
which is five to six times of that in the United States 
during the same period. That means that the actual value 
of renminbi is lowered by five to six times as compared 
with the U.S. dollar. (3) The situation in China’s foreign 
trade is not optimistic. China’s foreign trade has sud- 
denly reversed its course after scoring several years of 
trade surplus. China registered a huge deficit of 
US$12.18 billion in 1993. According to a forecast made 
by the World Bank, China is still expected to have 
foreign exchange deficits of US$11.6 billion and US$12 
billion in 1994 and 1995 respectively. The aforemen- 
tioned factors and China’s need to repay capital with 
interest for its external loans and the foreign-funded 
enterprises’ continuous remittances of their profits back 
to their own countries will drive the renminbi exchange 
rate down. Naturally the possibility of a drastic devalu- 
ation of renminbi has been precluded by the measures 
for macro-readjustment to restrain investment and the 
use of foreign exchange. Particularly under the current 
situation of rising inflation rate in China, the govern- 
ment and the central bank will adopt all kinds of 
economic, legal, and even administrative means to sta- 
bilize the renminbi exchange rate. Once the inflation is 
curbed, we believe that enough attention will be given to 
the readjustment of the renminbi exchange rate. 


Efforts from all sectors are needed to solve the aforemen- 
tioned problems which have cropped up in the course of 
implementing the new foreign exchange system. For 
example, enterprises themselves must pay full attention 
to forecasting the foreign exchange market and select the 
best time to collect their revenues and make payments in 
doing their import and export businesses in order to 
lower their foreign exchange risks. Even more important 
is the fact that banks must provide value-preserving 
means and handle forward exchange and swap and 
futures transaction businesses for these enterprises. In 
addition, they must also increase the varieties of foreign 
currency in handling business transactions. As for the 
evolvement of a genuine market exchange rate and 
further realization of the free conversion of the ren- 
minbi, it is an even more complicated task. 
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Greater Supervision of Financial Institutions 
Planned 


94CE0589A Beijing JINRONG SHIBAO in Chinese 
29 Jun 94 pl 


[Article by Commentator: “Opening the Way to a New 
Era in Financial Supervision”’] 


[Text] The spectacular National Work Conference on 
Supervision of the Financial Structure has ended. This 
conference summarized and examined how good a job 
was done during the earlier period in rectifying the 
financial order and halting the overstepping of authority 
to approve the establishment of financial institutions. It 
discussed financial supervision regulations, and studied 
and prepared major tasks and actions to be taken in the 
next step of financial supervision. The conference heard 
an important report from deputy prime minister and 
concurrent Chinese People’s Bank director, Comrade 
Zhu Rongji. Everyone improved his or her under- 
standing, clarified tasks, and further resolved to do a 
good job of financial supervision. The convening of this 
conference demonstrated that the emphasis of the Peo- 
ple’s Bank is to be on the drawing up of a monetary 
policy that will stabilize the value of the currency, and 
provide strict financial supervision so as to ensure a 
change toward safe and effective operation. 


A good job of financial supervision requires improve- 
ment of understanding, first of all. People must fully 
realize that real improvement of financial control holds 
extremely important significance for complete execution 
of the financial tasks for this year that the State Council 
has set. The financial policy for 1994 is contained in just 
four sentences 32 characters long: “continue to rectify 
the financial order, move ahead steadily with financial 
reform, strictly control the total amount of credit, and 
genuinely improve financial supervision.” Sixteen char- 
acters in two of these sentences are directly related to 
strict supervision of financial institutions. The other two 
sentences are also indirectly related to better financial 
supervision. Just think, unless we improve supervision 
of financial institutions, all of the results that have been 
achieved since July 1993 in rectifying the financial order 
and in bringing to a halt the overstepping of authority in 
approving the establishment of financial institutions will 
be lost. Serious disarray in the financial order will 
appear. Thus a stable and good financial environment 
for moving ahead steadily with financial reform will be 
lacking. Progress in financial reform is bound to be 
seriously impaired. As another example, unless we 
improve financial supervision, timely and effective halt 
to the haphazard fund raising, the reckless investment, 
and the uncontrolled short-term borrowing that have 
raised their heads once again in some places will not be 
possible. A serious dissipation of public capital will 
occur, making control of the scale of investment in fixed 
assets difficult. Then, there will be no way effectively to 
control the total amount of credit in society. Thus, we 
will be unable to concentrate financial resources on key 
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projects, or ensure the availability of money needed for 
state procurement of grain, cotton, and edible oil. There- 
fore, greater financial control is the key to continued 
implementation of the financial work policy for 1994 in 
order to promote the sustained, rapid, and healthy 
development of the national economy. We must also 
consolidate and develop the present smooth and steady 
development of the fine financial situation, which 
depends, to a very great extent, on better financial 
supervision. We must clearly understand this point. 


Right now, we must fully realize the urgency of strict 
supervision of financial institutions. As a result of Chi- 
nese People’s Bank approval since the advent of reform 
until the end of March 1994, the number of legal 
Chinese-owned financial institutions in the country is 
now close to 60,000. Foreign owned financial institu- 
tions number 430. Thus, a financial organization system 
in which the specialized national banks are the main 
entity and many kinds of financial institutions divide 
labor and cooperate with each other, has taken prelimi- 
nary shape. This plays a positive role in enhancing the 
overall functions of the financial system, in raising 
finance capital, in developing and enlivening financial 
markets, and in advancing the development of the 
national economy. 


However, as entities that are gradually exercising 
“autonomy in business decisions, responsibility for their 
own profits and losses, finding ways to develop them- 
selves, and practicing self-restraint,” banks have an 
inherent motivation and are subject to external pressures 
that impel them inexorably to maximize their profits. 
How to ensure that these financial institution develop 
business competition on an equal, orderly, and fair 
footing; how to enable this multitude of financial insti- 
tutions to operate according to national financial laws 
and regulations, and within the business limits that the 
People’s Bank approves; and how to ensure that the 
entire financial system operates safely and effectively so 
as to genuinely safeguard the public’s vital interests from 
harm etc., requires greater financial supervision. This is 
like operating a motor vehicle. One has to obey the 
traffic cop, go on green, stop on red, and not be the 
slightest bit careless or exceed the bounds. 


Current practice shows not only the rise in some places 
of haphazard fund raising, uncontrolled short-term bor- 
rowing, and mindless floating interest rates, but also a 
conspicuous problem with financial supervision. This 
problem is the tendency toward reckless approval of the 
establishment of financial institutions, which causes no 
end of harm. Some local governments and departments 
take it upon themselves to approve the establishment of 
financial institutions. Some People’ Bank branches over- 
step their authority to approve the establishment of 
financial institutions. Some units take it upon them- 
selves to operate financial institutions without first 
obtaining approval from the People’s Bank. Some finan- 
cial institutions flagrantly violate regulations, break 
rules, and operate beyond their business purview. In 
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some financial institutions, juridical person control is 
rather chaotic. In some financial institutions, examina- 
tion and approval is not organically linked to profes- 
sional supervision. The existence of these problems 
shows a failure to meet the needs of fairly rapid devel- 
opment of socialist finance in the building and actual 
control of our financial supervision system. We must 
really improve it. 


In working on existing problems, People’s Banks at all 
levels must diligently exercise the financial supervisory 
functions that the state has conferred on them. They 
must continue to rectify the financial order, and perse- 
vere in halting uncontrolled short-term loans, haphazard 
fund raising, and mindless floating interest rates. They 
must also resolutely halt the tendency toward reckless 
approval of financial institutions. All jurisdictions must 
clean up and rectify the establishment of financial insti- 
tutions in violation of the law, and the overstepping of 
authority in approving the establishment of financial 
institutions. They must further improve and perfect 
financial institution examination and approval control 
for effective prevention, or decreasing to the maximum 
extent possible, financial institutions’ “congenital defi- 
ciencies.”’ In this way, they can lay a basis for the normal 
operation and healthy development of financial institu- 
tions. They must strictly control financial institution’s 
sources of capital and their authenticity in order to shape 
a rational capital structure for financial institutions that 
improves financial institutions’ self-restraint capabilities 
and solvency, thereby ensuring implementation of mac- 
roeconomic regulation and control policies. Perfection 
of the financial services system requires strict definition 
of the range of services of the various kinds of financial 
institutions, and energetic correction of financial insti- 
tutions’ violations of rules and regulations, and going 
beyond professional bounds. Control over financial mar- 
kets, particularly bond markets, and the raising of capital 
among the public must be intensified. 


Good financial supervision is fraught with many prob- 
lems. People’s Banks at all levels must truly improve 
leadership of financial supervision. Banks at all levels 
must tackle financial supervision. They must pay regular 
attention to this work, and they must emphasize inves- 
tigation and study, keep abreast of events, promptly 
study and solve difficulties and key problems in financial 
supervision, personally handle conspicuous conflicts in 
financial supervision, and coordinate all functional 
departments to fashion a total effort on financial super- 
vision. Practice everywhere has shown that it is in the 
places where the People’s Bank leaders have paid close 
attention to supervisory work, have personally tackled 
problems, and have taken a regular interest in these tasks 
that it has been easy to open a new era in financial 
supervision work. Some problems that posed substantial 
difficulties and conspicuous conflict could also be solved 
well. Therefore, principal leaders of People’s Banks in all 
jurisdictions must place financial supervision work on 
their personal agendas of important things to do. They 
must devote great effort to the organization of forces to 
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tackle the task, work on real problems, and perform the 
task well to produce a result of significance at the present 


stage. 


Financial supervision work is extremely important. It 
affects the security, health, and efficient operation of the 
country’s financial system, and it is closely linked to 
social stability and the personal interests of the public at 
large. It is closely linked to the execution of the central 
banks’ monetary policies, and to the currency’s stability. 
The tasks that People’s Banks at all levels should under- 
take are extremely daunting and glorious. Therefore, 
everyone must rally spirits, strengthen resolve, overcome 
fear of difficulties, and unite as one to do a good job in 
an effort to bring about a new era in financial supervi- 
sion work. 


Stock Market Problems, Measures 


94CE0519A Beijing ZHONGGUO GAIGE [CHINA 
REFORM] in Chinese No 4, 13 Apr 94 pp 16-19 


[Article by Liu Futang (0491 4395 1016): “China’s Stock 
Market: Problems and Countermeasures’”’] 


[Text] 


e The stock market is the barometer of a nation’s 
economy, an important factor in the stable develop- 
ment of society, and a massive force pushing the 
development of the socialist market economy. 


Inappropriate policies and management are the reasons 
for the current slump in the Chinese stock market. 


Stable market development and protection of investors’ 
interests requires that policy be adjusted according to the 
stock market’s regulations; there must be participation 
by foreign funds and investors; and the legal system must 
be perfected, allowing the market to become a highly 
transparent legal market. 


Promoting social stability through handling of the stock 
market, grounded in establishment and fostering of a 
modern enterprise system and market economic system. 


The stock market is a market condition for running a 
joint stock economy, the barometer of the overall 
domestic economy, a vital environment for market eco- 
nomic development. Since Comrade Deng Xiaoping’s 
speech to the 14th Party Congress upon his inspection 
tour of the south, and the Congress’s approval of a trial 
with the stock market and establishing the develop- 
mental objectives of the market economy, China’s joint 
stock system reform has entered a new stage, and the 
stock market has developed rapidly. To date, the value of 
the Chinese stock market has reached more than 400 
billion yuan and 250 companies are on the market 
(including two nets). This promotes the forward devel- 
opment of the entire joint stock system economy. 
Without healthy development of the stock market, the 
operation of the joint stock system economy will have 
difficulties. The joint stock system is the typical mode of 
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a modern enterprise system, and the stock market is a 
market condition for realizing reasonable allocation of 
resources, reasonable investment of capital and per- 
fecting the enterprise operation system in joint stock 
system enterprises; without healthy development of the 
stock market, there will be an incomplete market envi- 
ronment, and the existing enterprise system will also lack 
healthy development. 


Practice has proven that the stock market is a huge 
motive force for developing the socialist market 
economy in China. 


By means of first and second level stock markets, the 
joint stock system enterprises have so far amassed a great 
deal of capital; just in the past year, there has been a 
public issuance of 5.5 billion individual shares, with an 
average premium of over 4 yuan. With over 22 billion 
yuan collected in capital, the state and enterprises have 
collected over 11 billion through subscription forms. The 
second level market has arranged over 6 billion shares, 
and the enterprises on the market collected over 20 
billion yuan on the second level market. The state 
collected more than 20 billion yuan in profit taxes, 
operational taxes and security income over 20 billion 
yuan. Add to this the current more than 400 billion yuan 
market value in the second level market, and the esti- 
mated 100 billion corporate shares of collection compa- 
nies to specific objects and collection companies to 
public in the first class market, and the total amount is 
over 500 billion yuan. Therefore, the fact is the stock 
market made great contributions last year to develop- 
ment of the national economy, making a direct infusion 
of more than 160 billion yuan in capital to enterprises as 
well as easing the inflationary pressures on society from 
over 500 billion yuan in capital. It is not difficult to 
imagine that if this more than 500 billion yuan in capital 
were not put into the joint stock system enterprises and 
stock market, China’s economic development could not 
have attained such a scale and at so rapid a speed? It is 
not difficult to imagine either what would have been the 
outcome if this more than 500 billion capital had not 
gone into the stock market and enterprises but rather 
into consumption market. Nor is it difficult to imagine 
that without the healthy development of the stock 
market, such a large amount of capital put to the stock 
market without a reasonable return, would people still 
invest their money in the stock market? From the market 
rule of average profit trends, it is safe to say that if the 
stock market continues its slump this year, a great deal of 
capital will shift to consumption or in other directions. 


The stock market is an important factor for stable social 
development. In the market economic society, many 
factors which lead to social unrest are brought on by 
economic factors. The stock market is the barometer of 
economic and social development, not only due to its 
being a part which has the most direct connection to 
economic life, but also because it is a part which is most 
sensitive to economic and social life. After the New York 
stock market “collapsed” in 1929, social and economic 
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crises appeared throughout the capitalist world. A 
slumping stock market has been an omen for the appear- 
ance of every economic crisis in the world. Meanwhile, 
the boom or bust of the stock market is linked not only 
to with the broad mass of enterprise circles, but also 
linked to thousands and millions of investing civilians. 
The driving force of economic profit can spur the 
economy as well as cause unrest factors in social life. The 
10 August incident in Shenzhen’s 10 August is some- 
thing that should not have happened, but was due to 
ignorance and cheating the mass of shareholders out of 
their economic interests. Therefore, we must pay close 
attention to and protect the enthusiasm and interest of 
the masses of investors, to promote economic develop- 
ment. It is absolutely unacceptable to ignore these inves- 
tors’ interests and set out our policy at will. 


Inappropriate policies and management are the cause of 
the current market slump. 


1. Through the planned economy method, there was an 
artificially constructed “great leap forward” in the stock 
market. Last year, the stock market expanded its 
capacity to 11 billion shares, while its market value 
increased 10 times over what it had been the year before. 
Market laws were violated: incentive shares were put on 
the market on a wide scale, one newspaper publishing 
share collection instructions simultaneously in each 
locality in 24 editions in one day; the Shanghai trading 
center even put over | billion shares on the market in the 
first month of this year, having nearly 10 billion yuan in 
market value. Does the market have enough capital to 
bear such rapid expansion? 


The market economy has its own laws, and their viola- 
tors will certainly be penalized. It is simple to figure out: 
the value of China’s stock in now over 400 billion yuan, 
most of it coming from the surplus capital of private 
citizens and enterprises’ own capital. Calculated by 
general rules, there is about 150 billion in capital flowing 
among private citizens. Generally, capital invested in the 
stock market will not exceed one-third of this, and given 
China’s high interest rates, it is even more unlikely to 
exceed one-third. So the stock market value in China is 
close to maximum capital. If this rapid rate of expansion 
continues, and foreign capital and bank credit capital 
continue to be barred from participating in the market, 
there has to be a “collapse.” The long one year’s down- 
ward adjustment from last March to the present is an 
alarm about this rapid expansion. 


2. Failure to control the quality of enterprises on the 
market. At present, China is using the means of regional 
distribution based on a planned economy, each province 
sharing in the 5.5 billion yuan total. This not only cannot 
meet the demands of focal point construction, it also 
does nothing to bring about uniform quality. It brought 
some commercial stocks into the market which have 
only a few cents in after tax profits, and flooded the 
market with non-focal point, low efficiency construction 
enterprises; some enterprises on the market pay atten- 
tion only to making money on the stock market and do 
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not conscientiously handle the returns to shareholders. 
Statistics show that over 90 of the enterprises on the 
market only issue allocated shares, which is merely 
asking for money from shareholders without giving them 
even one cent in return. Even among tho-e enterprises 
which have made cash profit returns, the majority gave 
less than one-thirtieth of their allocation price to share- 
holders at that time. Some enterprises on the market 
have made over | billion yuan on the market, but this 
year are still taking advantage of loopholes in the Secu- 
rities Inspection Association’s Regulations on Share 
Allocation, and are allocating shares to shareholders at 
the highest rate. 


3. Heavy tax burdens will make the exchange profit tax 
like “snow on top of frost.” 


Under current tax policy, enterprises on the market pay 
5 percent operations tax and 15 to 33 percent income tax 
from their after-tax profits; but they have to pay more 
than 20 percent in operations tax and income tax when 
they share their profits with shareholders. This double 
layer of tax collection has already made more than 50 
percent of after-tax profits go for tax, which is a quite 
heavy burden. If an additional trading center income tax 
is collected, it will make the situation extremely difficult. 


4. Corporate shares, shares held by the state, and indi- 
vidual shares on the market all have the same meaning of 
“share” but not the same meaning of “money.” A 
situation where shareholders fear unfair preconditions, 
and go to the market directly, it is the same as ignoring 
shareholders’ interests. The same shares having the same 
rights is a precondition for the same shares having the 
same value, which means that identical shares should be 
issued at the identical price. Unilateral requirement and 
publicity that the same shares have the same rights when 
they are put on the market and distributed will definitely 
cause anger and panic among public individual share- 
holders who purchased these share at a price 4 or 5 times 
higher than corporate shares and state held shares. 


To protect investors’ interests, and develop the stock 
market stably, regulate policy according to stock market 
regulations. 


1. Expand in a stable and orderly manner, leaving some 
room for a future joint stock system and development of 
the stock market. Expansion must keep pace with the 
expansion of capital going into the market, for the stock 
market is supported by capital, and capital is attracted 
by the stock market’s prosperity and health, and stable 
development. So expansion must be stable and orderly. 
China’s GDP is not high yet; the value of the stock 
market should be about 18 percent of the GDP. Fuzther 
large-scale expansion must find new sources of capital, 
and these can only be attracted by a booming stock 
market. So we must expand stably. Japan shut down its 
stock market for three years in order to develop it. 
Although China's situation is different from Japan’s, the 
amount of marketing here should be cut back drastically, 
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replacing the quota system with a stipulated rate and 
quality of corporations in the market. 


2. Improve the quality of enterprises in the market by 
controlling the proportion of corporations which are in 
the market rather than the amount shared by regions. 
There should be a quota for companies in the market: in 
developed nations overseas, only | to 2 percent of the 
joint stock enterprises are in the market, whereas in 
China, which is still in the test site stage, as much as 6 to 
8 percent of the enterprises are in the market. How then 
will carry out wide-ranging reform of the joint stock 
system reform in the future? It will be impossible with 
such a high proportion in the market. If we do not start 
now to control the proportion of corporations in the 
market, two results are inevitable: one is that the 
slumping stock market may even “collapse.” This would 
cause it to lose its attractiveness to investors, there would 
be difficulty in joint stock reform and collecting stock 
shares, and many enterprises will have trouble collecting 
even on their corporate shares. Reform of the joint stock 
system will come to a halt. Two is that there will not be 
enough space left for the joint stock enterprises to engage 
in industry urgently needed by the nation. So we must 
start now to control the market proportion. For China’s 
current situation, it would be appropriate to hold it 
within 2 percent. Improving the quality of corporations 
in the market requires the grasping of three aspects: first, 
joint stock corporations cannot enter the market until 
they have shown profits for three years their conversion 
to the joint stock systerna. The joint stock system is a 
system creation; no matter whether they be newly estab- 
lished joint stock corporations or joint stock corpora- 
tions converted from state-owned large and medium 
sized enterprises, this means conversion of their opera- 
tion system, and any organizations’ or enterprises’ 
achievements prior to conversion will not be considered 
as achievements after implementation of this brand new 
system. This system is a product of the high degree of 
development of the market economy. Conversion to a 
system of not going into the market until there are three 
years’ worth of achievement will also provide a market 
pressure system and competitive system for developing 
joint stock corporations. It will be beneficial to devel- 
oping the joint stock system, investors’ choices and 
reasonable investment directions and will perfect the 
allocation of capital. Therefore, we should announce 
very clearly: to go on the market, companies must have 
three years’ of achievement, and that means three years 
after their conversion to the joint stock system. Second, 
use the method in which the top 2 percent of enterprises 
go into the market instead of the regional share method, 
getting the m~rket under control nationally to establish a 
system of con.petition. Third, companies on the market 
must raise their net assets and profit level, but this 
should be in keeping with the characteristic needs of 
their particular industry. For example, basic industries 
should improve their net asset needs, and tertiary indus- 
tries should improve profit levels, in order to be favor- 
able to enterprises’ accumulation and creation of profits. 
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3. Grant reductions in and exemptions from the trading 
center income tax. Globally, in mature stock markets, 
there usually are no excessive trading center income 
taxes. It is usually exempted, even in small countries like 
Singapore. The trading center income tax brought on a 
more than three-year slump in the Taiwan stock market, 
and in the end it had to be cancelled. In China’s 
situation, we need to make specific analyses: first, 
whether charging a trading center income tax will 
increase revenues. I believe it will not. Collecting this 
income tax will definitely cause a stock market slump. A 
good example of this is Taiwan, where collecting a 
trading center income tax not only has not increased tax 
revenues, it has also reduced trading, and then brought 
on a reduction in gross tax revenues. We can calculate it 
quite simply: the value of the market is now over 400 
billion yuan, the annual stamp duty can be more than 2 
billion yuan, and the state can receive even greater 
revenues from taxing businesses in the securities 
industry. If income taxes are levied on trading centers, it 
will definitely cause sluggish trading and a drop of at 
least half in the stock market’s value. I fear that no 
matter how hard we try, it will be impossible to collect 2 
billion yuan in taxes, and the tax losses from the securi- 
ties industry will be bigger still. Second, there are tech- 
nical difficulties involved in collecting a trading center 
income tax. For instance, one business will stock in a 
product for 10 yuan, another one for five yuan, a sale for 
three yuan, another possibly for eight yuan. Completion 
of a transaction may take as little as a few seconds, or it 
might take as long as a few years. How can we delineate 
cleariy which exchange earned a profit, and which trans- 
action suffered a loss; maybe the one taking only a few 
seconds to finish earned a profit, while the one which 
lasted a few years suffered a loss; how to count this? 
Third, the stock market is a high risk investment, espe- 
cially China’s stock market which has just started. There- 
fore we must adopt a protective tax collection policy to 
develop and perfect this market. Many of the world’s 
mature stock markets do no collect a trading center 
income tax; since we have just started, it is even less 
appropriate to collect it. In order to attract foreign 
capital, clearly stipulate the implementation of the 
“three reductions and two exemptions.” This measure is 
effective in its function of attracting foreign capital. So 
this successful experience should be applied to the stock 
market, which attracts foreign capital more directly. 


4. Attract and allow foreign capital to participate in the 
market. In seeking new sources of capital or perfecting 
the system of prerequisites, we should first: allow foreign 
funds and investors into the market. Since we admit that 
the stock market is a form of investment, why do we not 
allow foreign funds and investors to participate?! There 
is absolutely no need to worry that foreigners will control 
our stock market or that they will make all the profits. 
Just as with foreign capital enterprises, if there is no 
money to be made, who will want to invest? It is normal 
to make money. If we have perfect laws and regulations, 
we can avoid control of the stock market by others. 
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Second, establish special stock market funds. Third, 
allow a certain amount of stock market investment by 
commercial banks. Fourth, open up futures trading in 
the stock market. Fifth, internationalize as early as 


possible. 


5. Convert the state’s shares in corporations on the 
market into preferred shares, and transfer corporate 
shares which are at the common stock price to the stock 
market's individual investors in those corporations at a 
premium, or circulate in the market after adding the 
issue price to the premium price. The foundation and 
precondition of the same shares having the same rights 
are that the same shares be at the same price. The 
average individual share in a corporation on the market 
is four yuan, usually with an extra two yuan issuance fee, 
while state and corporate shares usually are at one yuan 
each. We should guard against losses in state property as 
well as protect investors’ profits. Therefore, if state 
shares are converted into preferred shares, and posses- 
sion of corporate shares are transferred to investors in 
the stock market at a premium, this will not only raise 
the value of state property, but will also raise the base 
value of premium individual shares. It can also reduce 
what is now the greatest pressure on the stock market. It 
is also a means of resolving measures problems which are 
the “residue of history” in a way that can satisfy both 
sides. Of course, when it comes to the future circulation 
of the state’s non-market corporations’ shares and cor- 
porate shares, we should be able from the start of 
conversion in a joint stock corporation system adhere to 
identical shares having identical rights and the same 
shares having the same price, as well as the same shares 
having the same title. 


6. For newly converted joint stock corporations, it is 
unsuitable to name the stock after the main body of 
investors; rather, we should follow the international 
practice: division into preferred stocks and common 
stocks. For corporations which must of necessity be 
controlled by the state, convert state property into pre- 
ferred stock; the preferred stock corporation will gain 
priority in profits and settling its accounts, and will be 
help to protect state-owned assets. The remaining shares 
will all be common stocks. Common shares can circulate 
on the market. It would not hurt to establish a third 
exchange center for a test of common stock circulation. 


7. Perfect the legal system and stabilize policy. The 
market economy is the economy in our legal system, and 
the stock market should be a highly transparent market 
in that legal system. It will be difficult to stabilize the 
pool of investors unless we provide them with legal 
safeguards. Our policy should also be relatively stable. 
Farmers have a saying about contracting for land: we 
fear nothing on heaven or earth, just changes in policy. 
The situation is the same for the stock market. It would 
be very easy for unstable policies to damage investors’ 
enthusiasm. 
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Treasury Bonds Need Secondary Markets 
94CE0519B Beijing ZHONGGUO GAIGE [CHINA 
REFORM] in Chinese No 4, 13 Apr 94 pp 14-15 


[Article by Yang Songtang (2799 2646 1016): “China’s 
National Debt Faces the Market’’] 


[Text] Issuance of this year’s treasury bonds began on | 
April, and once again became a hot topic of conversa- 
tion. Is this treasury bond issuance a good thing or a 
concern? Under market conditions, what should we 
observe in the issuance of treasury bonds? This has given 
people deep concern. 


Bearing Debts Is Not a Bad Thing 


When individuals are short of money in life or in doing 
business, they need to borrow money; when enterprises 
are short of capital to operate and develop, they need to 
borrow money. This is basically a very simple concept, 
one which everyone can understand. However, when this 
is applied to the State, not everyone understands. After 
implementing a highly planned economy during a very 
long debt-free period, when there is again a need to issue 
treasury bonds to meet the needs of developing the 
economy, many people are puzzled and misunderstand. 


Actually, issuing treasury bonds is a common way of 
making up a government's deficit. For various reasons, a 
deficit may appear in a government's fiscal balance, and 
in international practice, there are three ways to make up 
this deficit: increase taxes, borrow money from the 
central bank or overdrawing, and issue treasury bonds. 
Experts point out that increasing taxes is a very long and 
slow process, resolving a deficit like that is putting water 
out but, it can not release thirsty at present. On the other 
hand, excessive tax burdens affect economic develop- 
ment, cause a drain on financial resources, and ulti- 
mately what is gained is not worth the loss. In the 
meanwhile, it will also create contradictions in society. 
Although it is a simple procedure to obtain a loan or 
overdraw, it will expand credit, break the social balance 
between supply and demand, which encourages inflation 
or worse, brings social unrest, and harms economic 
development. In comparison, issuing treasury bonds is 
more acceptable: it will not affect the balance of society's 
gross assets, it just changes the possession mix in society, 
concentrating a portion of society’s spare capital in the 
hands of the State, for use in key construction. 


Reviewing the developmental history of China’s and the 
world’s economy, we may well gain new knowledge of 
treasury bonds. A few months after establishment of the 
new China, the central government decided to issue 
People’s Victory Treasury Bonds, and from this collected 
a total of 3.03 billion yuan in capital. During that period, 
the domestic economy recovered and developed rapidly. 
However, beginning in 1958, “leftist” influences pro- 
duced incorrect knowledge and estimates of the laws of 
economic development and the basic situation of 
China’s economy. The belief then was that there was no 
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problem with construction capital, no longer any need to 
collect construction capital through treasury bond issu- 
ance, and therefore, the decision was to cease issuing 
national economic construction treasury bonds in 1959. 
This cessation lasted for over 20 years, and during that 
period, the domestic economy fell into difficult situa- 
tions on several occasions. Although their lives were very 
difficult, the Chinese people took pride in having no 
domestic or foreign debts. But in fact, this “debt-free” 
situation was built on the unreasonable distribution mix 
that was characterized by the State’s super-high accumu- 
lation. The result were that our society lacked an internal 
motive force, consumption was suppressed, capital cir- 
culated slowly, and people had a low standard of living. 


After the implementation of the policy of reform and 
opening, the unreasonable distribution mix between 
accumulation and consumption was gradually broken, 
and in order to fulfill the needs of socialist moderniza- 
tion construction, the State resumed issuing govern- 
mental treasury bonds. For more than a decade, a great 
deal of capital collected by the State in the form of 
treasury bonds has been used for constructing the infra- 
structure and for key project construction. This has 
promoted and brought about complete development of 
the domestic economy. 


The history of worldwide economic development shows 
that there has rarely been a country that remained 
debt-free in the course of its economic development. At 
the beginning of this century the United States issued a 
great many treasury bonds in fundamental industries 
and public facilities construction, and so far, the United 
States has amassed over $2 trillion dollars’ in debts. 
After World War II, Japan and Germany also issued a 
great many treasury bonds to promote their national 
economic recovery and development. In economic 
development terms, the developing countries are short of 
capital and their infrastructures are backward, so they 
pay more attention to collecting capital through issuance 
of treasury bonds. 


The issuance of treasury bonds plays an important role 
in stimulating economic development, but they cannot 
be issued or used at will. Issuance of treasury bonds must 
comply with two principles. One, treasury bond issuance 
cannot exceed a reasonable degree, and cannot exceed 
government’s ability to undertake it; once the treasury 
bond issue exceeds the government's ability to repay, it 
could possibly cause it to fail to make principle and 
interest payments when they fall due, the government 
will fall deeper into the “debt trap” and gradually walk 
into a “debt crisis.” Examples of this are common in 
developing countries. So, how to get control of the 

? How much is a suitable degree? It is very 
difficult to set a detailed figure. In international practice, 
the rate of treasury debts and gross domestic production 
output value are appropriately around 4 percent, but 
cannot exceed 5 percent. The second principle is to use 
treasury debts appropriately. So there must be clear goals 
for using capital collected through the issuance of trea- 
sury bonds. 
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China plans to issue more than 100 billion yuan in 
treasury bonds this year, much more than in previous 
figures. Why so much? Can we fulfill this? Some peopie 
still have questions. Actually, the situation must be 
considered in multiple aspects. The well-known financial 
specialist, China People’s University Professor Wang 
Chuanlun [3769 0278 4858] told this correspondent that 
there have been large and important reforms in China’s 
financial system, implementing a double budget for 
fiscal budgeting; one is the normal budget, the other the 
construction budget. The normal budget is very rigid, 
and cannot have a deficit, but the construction capital 
can be borrowed when insufficient. So it is very clear, 
after “eating” is assured, a certain amount of money is 
required for construction. A series of reform measures 
coming out this year will definitely have some impact on 
the fiscal balance. Some examples of this year’s salary 
regulation; exemptions to State-owned enterprises for 
such basic construction funds as transportation and 
energy; regulating tax revenues and prices. These will 
correspondingly reduce some revenues and add some 
expenses, which will increase the deficit to over 60 
billion yuan. In addition, this year will begin the peak 
period of debt repayment, and more than 40 billion yuan 
in domestic debts must be repaid. These two things 
together add up to more than 100 billion yuan. This 
amount constitutes more than 3.8 percent of the GDP, 
below the international generally accepted warning line. 
In addition, looking at China’s capital situation, at the 
end of last year, urban and rural citizens had deposits of 
1,6 trillion yuan, a 30 percent increase since the begin- 
ning of last year. Citizens had 300 billion yuan in cash on 
hand, plus the recent slump in the stock market did not 
absorb too much capital. So, the issuance of 100 billion 
yuan in treasury bonds is something that the nation and 
the masses are totally capable of undertaking. 


Foster and Perfect a Treasury Bond Market 


To develop the socialist market economy, we must foster 
and perfect a capital market. Stocks and securities are 
the two great pillars holding up the security market. In 
China, while stock trading has become one of the peo- 
ple’s hot topics, the government securities market has yet 
to grab their attention, although it was started a few years 
ago. Overseas, treasury bond trading holds a very impor- 
tant position in the securities market. The quantity of 
government bonds traded in developed nations occupies 
about one-third of the total securities market, while in 
developing countries, this rate is one-half. 


The experiences of all the world’s nations show that it is 
difficult for treasury bond issues to go smoothly unless 
the treasury bond market is perfect. 


Treasury bond market includes a first class market and a 
second class market. The first class market means the 
issuing market. The second class market means the 
circulating market. First of all, fostering and perfecting 
the treasury bond market should improve the treasury 
bond’s means of issuance and the issuing system. The 
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purpose of issuing treasury bonds is to collect capital for 
use in economic construction. Therefore, issuance must 
take into consideration the general situation of the 
State’s economic construction, the public’s ability to 
assume the burden. There must be careful analysis and 
conscientious design before determining the types of 
treasury bond issued, the term of issuance, and the 
interest rate, price, scope, objectives, costs and timing of 
the issuance. See the method that costs least and is most 
efficient, to achieve the best results. International expe- 
rience has been that the shorter the issuing term of 
treasury bonds, the greater the number of types issued. 
During World War II, the U.S. government issued patri- 
otic bonds for a 28-year term; after the seventies, the 
situation had changed, and there was a six month short- 
term bond as well as medium and long-term bonds of 1, 
2, 5, 8, and 10 years duration. The treasury bonds issued 
by Japan have a similar term situation: investors can 
choose among many types of bonds divided into 6- 
month, 2, 3, 4, 5, 7, 10, 15, and 20-year durations. It is 
worthwhile for China to take reference from these expe- 
riences. 


What should be noted is, issuing treasury bond requires 
giving up the method of forceful administrative assign- 
ment, and adopting the methods of free market sales and 
sales agents. This demands good cooperation between 
financial departments, bringing each of their priorities 
into full play. 


It is of course important to perfect the issuing market, 
but it is more important to breed the second class 
market. Only when the second class market is developed 
can the securities issuing market (the first class market) 
have smooth circulation channels. Treasury bonds them- 
selves have a good reputation, and have such advantages 
as being safe and reliable. This makes treasury bonds 
easy to get into the market and attract investors, but 
reliance on this alone is not enough, there must be a 
series of protective measures: first, there must be a 
sufficient trading network, for the convenience of public 
purchase; second, there must be guarantees that the 
purchased treasury bonds can be cashed at anytime, 
which helps to eliminate investors’ “fright”’ psychology; 
third, interest must be set at a reasonable rate, making 
investors feel there are profits to be made. Especially in 
a developing country like China, when the economy 
develops rapidly, sometimes prices go up at too high a 
rate as well, so we need to pay particular attention to 
having interest rates make for better value, and not cause 
investors’ losses. In addition, we can also organize and 
establish some funds for investing in treasury bond 
trading. 


This year’s treasury bond issuance is the best ever 
attraction to the market system; if we can do a good job 
publicly, and organize conscientiously, we can success- 
fully fulfill the mission. 
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Stock Markets: Past, Future 


94CE0573A Beijing ZHONGGUO WUJIA [PRICES IN 
CHINA] in Chinese No 5, May 94 pp 10-14 


{Article by Xiao Dan (5618 5186): “Development of 
China’s Stock Markets Studied”]} 


[Text] 1. Cursory Description 


Nine years have passed since the 1984 issuance of new 
China’s first regular shares of any significance by the 
Feile Acoustics Corporation. It has been seven years 
since the Jingan Branch Company of the Chinese Indus- 
trial and Commercial Bank’s Shanghai Trust Investment 
Company served as agent for the first time in the buying 
and selling of shares issued by the Yanzhong Enterprise 
Corporation and the Feile Acoustics Corporation in 
1986. It was more than seven years ago that the Shen- 
zhen Securities Exchange and the Shanghai Securities 
Exchange were established at the end of 1990. Within the 
short period of a decade, shares and the trading of shares 
in the socialist market economy have developed from 
scratch. Now share issues and trading have developed to 
the point where more than 100 listing companies are 
listing shares for trading on the Shanghai and Shenzhen 
securities exchanges. The total market value of shares is 
400 billion yuan; hundreds of brokers are engaged in 
share trading; and investors run to the tens of millions. 
The stock markets have become a major component in 
the socialist market system. Their influence in national 
economic life is becoming increasingly important, and 
more and more people are watching their development. 


Despite their rapid development within a short time, the 
stock markets have distinct shortcomings. They show a 
lack of maturity. This maturity shows up in the following 
ways: 


(1) Changes in the stock markets’ various economic 
indices show no close relationship to the trend of devel- 
opment of the national economy as a whole. In a mature 
market economy, stock market changes are a bellwether 
for changes in the national economy. Changes in the 
stock index are the most sensitive leading business cycle 
indicator of national economic change. In China, how- 
ever, changes in the stock market index cannot play a 
role as a sensitive business cycle indicator for the fol- 
lowing reasons: |. Total volume is small. The total 
amount of economic activity in the stock markets as a 
percentage of total activity in the national economy 
remains quite low. 2. The makeup of the stock market is 
skewed. Listing corporations are mostly in light indus- 
tries. Few are in basic industries. On the Shenzhen Stock 
Exchange, for example basic industry shares account for 
only about 5 percent of total trading volume. (Footnote 
1) (Zhuang Zhiyi [8369 1807 3015}: “Detrimental Effect 
on the Shenzhen Stock Market of Too Many Light 
Industry Listings,” ZHONGGUO ZHENGQUAN BAO 
{CHINA SECURITIES JOURNAL], 19 January 1994, p 
8) The listing corporations are mostly medium size 
enterprises rather than large ones or exceptionally large 
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ones. ‘Seographically, they are mostly located in coastal 
areas. Few are located elsewhere. In addition, because of 
the effect on market investors of the mini-stock market 
trend of the early market days, changes in the stock 
market index are not closely related to changes in 
national economic trends. They may even lag behind 
such trends. 


(2) Share price swings are too high or too low. Changes in 
stock market share prices are normal, but excessive 
swings in share prices evidence the stock market's imma- 
turity. In the several years of China’s stock market 
development, sometimes share prices hibernated for 
many years. They fluctuated very little, or their price 
even fell below face value. At other times, speculation 
drove share prices to a high level, the stock market price 
reaching more than 100 times the face value. Changes in 
the share index also included slides. Some slides went 
below the share index base level, bringing the share index 
to only about half the base level. At other times, within 
the short space of several months, the share index 
doubled or increased manifold. In a mature stock 
market, a 10 percent drop in the stock index produces a 
major effect on the entire economy, and a 20 percent 
drop may cause dramatic fluctuations in all economic 
activity. In China, however, a 20 percent drop in the 
stock index within a very short time is so usual as to be 
considered normal. Even a greater drop might be con- 
sidered commonplace. 


(3) Shareholder status varies and is of different char- 
acter. No uniform stock market pattern has emerged as 
yet. In a modern enterprise system, the rights and 
interests that shares represent may increase or decrease 
solely on the basis of changes in the holders’ number of 
shares and not on changes in the status of the share- 
holders. In China’s stock market at the present time, 
however, the rights and interests that the same amount 
of shares represents actually differs as the status of 
shareholders varies. In China shares may be divided in 
terms of shareholder status as follows: government 
shares, corporate shares, and public shares (individual 
shares). Most government shares and corporate shares 
are obtained at a price based on the monetary value of an 
enterprise’s original assets. They can be obtained at 
relatively little cost. By contrast, individual shares are 
obtained through open market competitive purchases. 
They are issued and obtained at a premium price based 
on an enterprise’s net assets. (At one time, the issue price 
of individual shares was not high at all, and this was 
when most individual shares were acquired.) Publicly 
issued individual shares are traded on the Shanghai and 
Shenzhen exchanges. Some corporate shares are traded 
mostly on two corporate trading systems. Government- 
owned shares are not traded. Thus, a situation results in 
Chinese stock markets in which different shares repre- 
sent different rights and interests, different shares carry 
different benefits, and different shares are traded differ- 
ently or are not traded at all. 


(4) The stock market is excessively speculative. A certain 
amount of speculation occurs in mature stock markets, 
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but such excessive speculation can be restrained. More- 
over, excessive speculation is a sign that a stock market 
is immature. China’s stock markets are clearly too spec- 
ulative: 1) Market transactions are mostly in stocks held 
for a short period, or “ultra short-term operation” ideas 
appear with newer market trading methods. 2) The 
market has a high turnover rate. Because of the preva- 
lence of short-term trading, annual trading volume 
exceeds several fold the market value of shares traded on 
the stock market. 3) “Pouncing on policy information” 
becomes the most important factor affecting share 
prices, the listing corporation’s operating record 
becoming of only secondary importance. 4) Listing cor- 
porations use the shortage of stocks available on the 
stock market to issue shares at premium prices to raise 
capital. The practical result is that the listing corpora- 
tion’s speculative action restricts stock traders’ “highly 
speculative” behavior (Footnote 2) (Xian Wen [2009 
2429]: “Premium Prices and Expansion of Capacity: 
Can China’s Stock Markets Stand It?” ZHONGGUO 
ZHENGQUAN BAO, 22 Dec 1993 p 4) 


Behind Appearances 


A process is required for a stock market to go from 
immaturity to maturity. During its early stage, a stock 
market is bound to be immature. However, the develop- 
ment of China’s stock markets suggests a special back- 
ground to their immaturity that does not apply to the 
development of stock markets in general: 


(1) Insufficient theoretical preparation for the develop- 
ment of stock markets. China’s stock markets developed 
during a period when economic system reform theory 
was changing from a planned economy to a commodity 
economy in which regulation through state planning was 
complemented by market regulation. A final decision to 
develop a market economy followed. Therefore, the 
theoretical foundation on which China’s stock markets 
were based changed markedly during a development 
process that lasted just several years. At first, the funda- 
mental guiding thought was experimentation with a new 
form of collective ownership to soak up idle funds in 
society. Thus, most of the shares issued initially were for 
collectively owned small factories and small shops. 
When first established, the stock market clearly did not 
fit into the orbit in which the national economy was 
moving. (Footnote 3) (Xiao Dan [2556 2481]; “What Is 
the Reason For Excessive Stock Market Speculation? 
First Part of a Study of the Excessive Speculation Ques- 
tion.”” ZHONGGUO ZHENGQUAN BAO | Mar 1994 
p 2) Later on, the theory emphasized the stock market's 
role in raising money, how to convert consumption 
funds into production funds, support for key construc- 
tion projects, spreading of investment risk, limiting 
investment, lowering investment costs, and emphasizing 
the need to maintain the primacy of public ownership in 
the development process. (Footnote 4) (Yuan Mu [5913 
2606]: “Examination of a Distinctively Chinese Socialisi 
Securities Market,” RENMIN RIBAO 30 Dec 1991) It 
was not until after Comrade Deng Xiaoping proposed 
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the theory of “establishment of a socialist market econ- 
omy” that the task of establishing a modern enterprise 
system and re-allocating social resources, including state- 
owned resources, was assigned to the stock market. The 
theory could be transferred rather quickly, but the 
system changes ensuing from the theory lagged. Conse- 
quently, various problems resulting from insufficient 
theoretical preparation, such as problems in the circula- 
tion of government-owned shares and corporate shares 
became obstacles to the development of complete stock 
markets. How to solve these problems requires fuller 
theoretical preparation. 


(2) The shortage of social capitai and the antiquated way 
in which it is distributed. China’s economy is in a 
take-off period. During this period, investment is the 
main force powering economic development. The 
shortage of capital will be an economic phenomenon 
running through this period from beginning to end. First 
is enterprises’ needs for capital. The financial reports of 
most listing corporations show most to have a 60 to 70 
percent debt rate. Analysis of internationally recognized 
accounting standards shows that commercial banks 
cannot bear the risk of such a high degree of borrowing. 
Companies need a source of funds to augment their own. 
However, after listing corporations raise money from 
stock, they often use it mostly to increase their fixed 
assets. They must continue to go into debt for operating 
capital, so their assets to liability ratio shows no decline. 
This means they must turn to the stock market again to 
raise money. 


Availability of capital. Government-owned shares and 
legal entity shares are not traded. Most of the shares 
traded are owned by the public. They account for only 
approximately 25 to 30 percent of all shares. Since both 
the Shanghai and Shenzhen exchanges legal entities have 
entered the stock market, apparently a very large part of 
the general public shares are held by legal entities. The 
way the stock market operates suggests that legal entities 
become involved in the purchase of shares issued for the 
general public on the first class markets. Because legal 
entities do not themselves have sufficient capital, some 
of the money they put into the stock market comes from 
trust funds. This explains why some of the stock market’s 
direct financing derives from indirect financing. How- 
ever, the supply of money that legal entities themselves 
have for investment is very limited; thus, a sharp tug of 
war between supply and demand for funds plays out in 
the stock markets, which are capital markets for direct 
financing. 


In the apportionment of capital, during the process of 
becoming a market economy, the distribution of benefits 
for policy reasons has marked plan economy character- 
istics. Distribution of benefits for policy reasons is by 
geographic area; thus, local interest groups have sprung 
up. Intense policy fights occur among the interest groups 
in each jurisdiction over the running cf markets, the 
inauguration of projects, and expansion of the number of 
companies listed on the market. These disputes have as 
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their goal the gaining of maximum advantage. They want 
to obtain policy advantages through competition in 
capital markets. Moreover, underhanded tricks are the 
best way for getting more capital using this capital 
distribution method. In particular, after the individual 
personal gain element is added in, policy speculation is 
even more blatant. 


(3) People are not sufficiently well informed about the 
premises underlying the development of stock markets. 
The stock market develops according to its own inherent 
laws. Although the way in which stock markets all over 
the world have developed provides us examples in pro- 
fusion, owing to the character of China’s economic 
development, its stock markets also have their own 
distinctive premises. Although China’s stock markets 
have been developing for between 8 and nine years, for 
most of that time they have been on an extremely small 
scale, only a few or ten-odd stocks being traded. The 
stock markets have been jokingly termed an experiment 
in a wash basin. It was only in 1993 that the stock 
markets began trading on any proper scale at all, and not 
everyone gained an understanding of premises from the 
“wash basin” period. Gaining a real mastery of the 
general premises underlying development of China’s 
stock markets will take time, it now appears. 


(4) The proficiency of stock market investors has to 
improve. Because China had a planned economy for 
such a long time, few investors have an intimate under- 
standing of what is involved in investing and bearing 
investment risks. They also lack the necessary psycho- 
logical preparation. Consequently, as the stock markets 
have developed, investors have reacted with insensi- 
bility, madness, and dejection to changes in the stock 
market. It appears that investors’ stock market operating 
skills, psychological tolerance, and anticipation of eco- 
nomic prospects require further improvement. 


(5) The way that stock market listing corporations 
behave is still not sufficiently regularized. A stock 
market is both a place in which listing corporations raise 
money, and it is also a place in which listing corpora- 
tions’ activities play a regularizing role. Today, listing 
corporations pretty well respect the stock market’s 
money raising function, but they still lag in the genuine 
transformation of enterprise operating mechanisms, and 
in standardizing the way to operate share-issuing enter- 
prises. 


3. Several Perceptions of Future Development 


China’s stock markets have begun to take shape, but it is 
still not possible to spell out clearly a long-range devel- 
opment plan that covers the whole situation. Investors 
invest in the stock market in order to make an expected 
return. Unlike in other markets, the anticipatory role of 
investors is expressed more sensitively and more 
intensely in the stock market. In a developing stock 
market, the expectations of investors may be divided 
into three levels as follows: expectations about the devel- 
opment prospects of individual corporations listed; 
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expectations about the scale of development, the speed 
of development and the updating of technical operation 
methods of the stock market itself; and expectations 
about the development of the entire national economy 
within a given period. If investors expectations for a 
listed corporation’s prospects can be based on pertinent 
information obtained from the corporation’s open finan- 
cial statement, and if investors judgment about expecta- 
tions for the country’s macroeconomic pros7ects can be 
based on state statistical reports, speed o: growth plans, 
and interest rate policy; then, expectations about pros- 
pects for development of the stock market itself can only 
be based on the long-term plans for development of the 
stock market of government agencies in charge. At the 
present time, however, no clear-cut, long-term, strategic 
plans exist for development of China’s stock markets. 


Preparing a long-term, strategic plan for China’s stock 
markets is an extremely complex task. For a long-term 
plan to be workable, attention must be given the fol- 
lowing problems in drawing it up: 


(1) Need for theoretical preparation for a long-term stock 
market development plan. Theory is the ideological 
foundation for policy choices. However, the impact on 
society of policy choices lags. Therefore, inadequate 
theoretical preparation may result in policy choices that 
are intended to develop the stock market during a given 
period becoming policy obstacles that are difficult to 
overcome in later development of the stock market. An 
example is the problem of trading state-owned shares 
and corporate shares on the stock market today. The 
theoretical background to this problem is that the policy 
for early development of the stock market was oriented 
toward having the market raise money, and to ensure 
that state-owned assets were not transferred to other 
economic sectors. Consequently, no thought at all was 
given to the circulation of state-owned shares. The 
problems that ensued from this have now become obsta- 
cles that are difficult to overcome in the development of 
the stock market. We must bear in mind the experiences 
of history. 


The theoretical foundation for long-term planning of 
China’s stock market must be socialist market economy 
theory. This theory must be used to study stock market 
development theory. We have to study the theory of the 
stock market functioning as a capital market in the 
allocation of social capital and resources. At the same 
time, we must also look at the historical process of 
development of market economies. Stock markets have 
developed as the enterprise system has developed from a 
proprietor system and a cooperative system to a corpo- 
rate system. Therefore, study of stock market theory 
must be done in combination with study of theory about 
the function that the building of the modern enterprise 
system serves. 


The corporate system is the main form of modern 
enterprise proprietary organization. The basic features 
of the corporate system are as follows: First, corpora- 
tions have an independent status as legal entities under 
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the law. The proprietary rights basis for this legal entity 
status is the corporate assets that the corporation holds. 
Second, the corporation is not operated and adminis- 
tered by promoters as individuals but by a corporate 
administrative agency. (Footnote 5) (Wu Jingliang [0702 
2417 8834] “What Is a Modern Enterprise System,” 
GAIGE [REFORM], Issue 1, 1994, p 25) In China’s 
corporate system today in which the promoters still 
differ markedly (state ownership, legal entity ownership, 
collective ownership, and individual ownership), many 
theoretical problems must be solved such as whether the 
differences should be gradually eliminated (only having 
a distinction of capital, with no difference in the status of 
holders), and how to exchange promoters proprietary 
rights in the stock market. If such a theoretical study is 
undertaken without sufficient preparation, it may pro- 
duce stumbling blocks to the long-term, healthy devel- 
opment of China’s stock markets. 


(2) Long term plans for increasing the size or changing 
the structure of the stock market must take into account 
the balance between supply and demand for capital 
throughout society. As a direct finance capital market, 
the size of the stock market is bound to be limited by 
supply and demand for social capital. In the economic 
development process in which China finds itself, the 
main problems in capital markets is the shortage of 
supply of capital. Social capital available for direct 
inputting into finance capital markets is of two kinds: 
individual capital, and corporate capital. 


Individual capital: Chinese People’s Bank statistics on 
individual investors shows that as of the end of 1993, 
household savings balance surplus reached 1.4764 tril- 
lion yuan. However, this individual capital has the 
following features: One regards its sources. Because of 
the split system [fenhua zhidu 0433 0553 0455 1653] 
that China practiced for so long, most individual capital 
comes from money that the public might otherwise have 
spent for consumption. Another feature is the total 
amount. Although the aggregate amount is large, the per 
unit amounts of individual capital are extremely scat- 
tered, individual holdings not being large at all. Third, 
because of the two previous factors, the risk tolerance per 
unit of available capital is small. Fourth, this portion of 
social capital can very readily be diverted to consump- 
tion purposes. In addition, because public understanding 
of financial investment is not very great, and because it 
varies substantially from place to place, most individual 
capital is in the form of savings. It enters the socio- 
economic development process through indirect 
financing methods. The portion available for direct 
investment in the stock market is very small. 


Corporate capital: Today when companies and enter- 
prises show liabilities at a high 60 to 70 percent of assets, 
it is they that have the greatest demand for capital. 
However, they do not have much money of their own to 
invest in the stock market. In foreign countries, institu- 
tional investors such as retirement funds, social security 
funds, and mutual funds account for a very large per- 
centage of the stock market’s supply of capital from 
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corporate entities. In China, however, where no social 
security funds have built up, where a low wage system 
has existed for a long time, and where a large public 
welfare system and associated accounting on a cash basis 
system exist, insurance payments that should be paid to 
staff members and workers are not paid, some funds are 
paid directly for public welfare, and another portion 
becomes investment capital that is directly applied to 
construction that becomes state-owned assets. (Footnote 
6) (Guo Shuqing [6753 2885 3237] “In Order To Deepen 
Enterprise Reform, Several Basic Questions Must Be 
Resolved” GAIGE [REFORM] Jan 94 p 40) Currently, 
such funds are in a rudimentary stage. They can grow 
only as the society and the economy develop. The 
amount of available capital cannot be increased greatly 
in a short time. Very clearly, in the development of 
China’s economy, indirect financing will continue to 
account for an overwhelming majority of capital market 
transactions for a very long time to come. Furthermore, 
in long-range planning for development of the stock 
market, expansion of the size of the stock market must 
consider the reality of a likely shortage of direct invest- 
ment capital for a long time to come. 


(3) Long term plans for development of the stock market 
must be carried out mostly through means such as 
standardizing the law and the system. Reliance on policy 
changes as the main way to regulate development of the 
stock market must be avoided. The stock market as a 
place for direct investment, and the public as investors 
have a direct benefit relationship with listing corpora- 
tions. If one says that the public as savers have a direct 
benefit relationship with enterprises in which banks 
serve as regulating intermediaries in an indirect capital 
investment system, when an enterprise makes mistakes 
or even incur losses in the use of money, only the banks’ 
returns from the use of funds is hurt, the public being 
indrectly affected. This effect releases slowly and in 
diminishing amounts. In the national bank system, in 
particular, this effect is rather small. In the stock market, 
however, the direct benefit relationship between the 
public and corporations means extreme sensitivity to 
any changes in benefit. In such a sensitive market, 
control must be exercised through a most complete 
system of rules and regulations. 


In developing the stock market, standardized methods 
must be used to standardize all aspects of the market. 
This is to say that rules and regulations must be used to 
standardize the way that listing corporations operate, 
and to standardize investors sales on the stock market, 
the purchase of shares, the purchase of corporation 
proprietary rights, and large volume sales of proprietary 
rights. In addition, rules and regulations must be used to 
standardize the way in which the agencies concerned 
control the stock market. Only when these two compo- 
nents are included in development of the stock market 
can the standardization process be fairly complete. 


Finally, all laws and regulations that apply to stock 
market development must be strictly enforced. Other- 
wise, there might as well be no laws and regulations. Any 
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‘“‘accommodations” in this regard can only cause 
enduring damage to the development of China’s stock 
market. 


Article Views Banks’ Transition to Commercial 
Banks 


94CE0479 Beijing CAIMAO JINGJI [FINANCE AND 
TRADE ECONOMICS] in Chinese No 4, 11 Apr 94 
pp 37-39 


{Article by Chen Youlin (7115 0642 2651) of the Chinese 
Industrial and Commercial Bank, Xian Branch, Jiefang 
Road Office: “Some Thoughts On the Transition of 
State-Owned Specialized Banks to Commercial Banks”} 


[Text] In the market economy system, an important goal 
of China’s financial system reform is converting the 
state-owned specialized banks’ operation system, estab- 
lishing a commercial banking system in which the State- 
owned commercial banks are dominated element. This 
article offers just a preliminary discussion of the special- 
ized banks’ transition to commercial banks. 


I. The transition of the current specialized banks to 
commercial banks faces some difficult challenges. These 
are, chiefly: 


A. How to get its function back to its position, returning 
its function to actual banking work. Usually, in a market 
economy, aS microeconomic financial enterprises, com- 
mercial banks chiefly implement and bring into play 
their enterprise function, with profit as the goal, while 
paying attention to circulation and safety of assets and 
liabilities, these banks are independent and self- 
determinative legal person organization. However, it is 
difficult to say that several current major functions of 
specialized banks’ are true also of real banking enter- 
prises. The major existing problems are: 1) They have 
the characteristics of a central bank. While pursuing the 
profit goal in microscopic activities they also undertake 
the mission of macroscopic regulation, having the 
administrative role of the state bank. 2) They have the 
characteristics of planning and administrative organs. 
Due to their taking on some macroscopic regulation 
assignments, so in its operational behavior, there will be 
stronger administrative interference and planning 
restrictions, having the nonlegal person function 
attached to administration. (3) They have the character- 
istics of financial organs. Specialized banks take on a 
great deal of unprofitable assignments which should be 
concerned with fiscal investment policy, which financial- 
izes credit capital, and makes it hard to guarantee the 
circulation and safety of credit capital, let alone pursue 
the profit motive. (4) They have the characteristic of 
social protection. Like current loans for enterprise losses, 
stabilization of society and unity, etc., these are not 
banking functions at all; they should be resolved by such 
systems as social protection, which in reality our special- 
ized banks have to undertake now. So in the transition to 
commercial banks, how to smooth relations and let their 
function return to its position has become an out- 
standing problem. 
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B. How to smooth property rights relationships, and let 
the banks become legal organs which are self- 
operational, with their own responsibility for profit and 
loss. The key problem for the state-owned specialized 
banks transition to commercial banks is to resolve the 
property rights restriction system of financial microor- 
gans. That is to say, to establish a bank system of self 
restriction and self-development. In the current stage, 
this is precisely the problem in converting China’s spe- 
cialized banks to commercial banks. It acts chiefly as: (1) 
unclear property border lines, with serious losses. 
Because it is the state banking system, it suffers from 
greater administrative interference; specialized banks 
have no way of arranging their own property, let alone 
handle it independently. In addition, it brings with it 
serious corresponding losses of financial assets. Based on 
Statistics in relevant documents, one-third of the current 
state-owned banks have no way of recovering their own 
assets, one-third are stuck in a situation of bad account 
handling, and something over 500 billion yuan in assets 
are risk assets by conservative estimation. They are 
basically in a loss situation. (2) Profit-risk restrictions are 
weakening, with no way to talk about value addition. 
Because at present state-specialized banks are part of a 
large, unified banking system, with an imperfect internal 
restriction system, there does not exist a reasonable 
allocation and safety value preservation system for asset 
reserves and added amount; plus, the administrative 
plan that banks cannot declare bankruptcy causes spe- 
cialized banks to Fe a lack of concern for the safety, 
circulation and pruiit problems involved with fiscal 
assets. It is just as one comrade at the grass-roots level 
said: as long as we keep the business, and guarantee there 
are no big problems, then all is fine. Therefore, this kind 
of property rights system cannot allow specialized banks 
to have a self-restrictive system for profit-risk; there can 
only be an inertial system of “banks run business, the 
state guarantees safety.” (3) Looking at the organiza- 
tional mix and the administrative system, property 
rights are in a situation where no one takes responsi- 
bility. Looking at China’s specialized banking system 
mix, in which branch organs are fixed by administrative 
regions, and the banks themselves suffer restriction and 
interference by administrative organs at every level, it is 
hard to clarify property rights; looking at the adminis- 
trative system, which conducts “three levels of adminis- 
tration, one level of operation,” local banks do not have 
enough right of self-determination. Even if they want to 
perfect their administration of financial assets, there is 
no way to do this, so they can only “view with despair 
the vast ocean or the vast work to be done.” The 
situation described above shows that if there is no 
resolution of the current state specialized banks’ prop- 
erty rights problem, there will be no way at all of 
reaching deeply into the traditional state banks’ large, 
unified system, and their planned transition to commer- 
cial banks can only be accomplished on paper. Resolving 
this problem is precisely the biggest point of difficulty we 
are facing now. 
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C. How to handle reasonably the current specialized 
banks’ asset risk reserve problem, and offer a bright 
operating environment for them to convert into com- 
mercial banks? This is both an important prerequisite for 
commercialized operation and an important element for 
building a bank risk restriction system for the future 
market economic system. If this problem remains unre- 
solved, the transition from specialized banks to commer- 
cial banks will carry a heavy burden, and its progress 
finally delayed. As noted earlier, the risk asset reserve of 
the state specialized banks is about 500 billion yuan; if 
this part were to be enlivened, commercialization mea- 
sures for banks will accelerate dramatically. The problem 
now is that the reasons creating this big risk asset reserve 
are very complicated, with both historical and opera- 
tional administrative factors and an unreasonable 
system factor; there are both fiscal and non-fiscal factors. 
Therefore, how to take appropriate steps to resolve this 
problem suitably is an important component of the state 
specialized banks’ transition to commercial banks and a 
difficult point challenging us. 


II. Further the State specialized banks’ transition to 
commercial banks through reform measures in these three 
aspects. According to the above analysis and judgements, 
in accordance with the requirements of the market 
economy, to accelerate the steps in transition from state 
specialized banks to commercial banks, it will require that 
reform measures be taken simultaneously in three dif- 
ferent aspects to breed a new system. 


A. Getting functions back to where they were dividing 
business are prerequisites for State specialized banks’ 
transitioning to commercial banks. Out of the require- 
ments of the market economy, these banks must return 
their real functions to position and divide business for 
the transition of specialized banks to commercial banks. 
Reform should be conducted chiefly in the following 
three aspects: (1) Separation of macroscopic and micro- 
scopic functions. As commercial banks, they should not 
undertake macroscopic assignments, but should devote 
themselves for the most part to microscopic functions in 
which profit-making is the goal. Therefore, they must 
separate out macroscopic regulation business which cur- 
rently belongs to central banks, for example, administra- 
tive supervision, scale administration and regulation of 
industrial policy. They must engage only in microscopic 
commercial business activities which belong to commer- 
cial banks. (2) Separate financial functions and banking 
functions. Of current specialized banks’ activities, a large 
portion are financial functions, for example, unprofit- 
able loan business, investments and loans in social 
public welfare matters, etc. These are nonpaying finan- 
cial activities, which should only be done by finance. 
This means that commercial banks should only engage in 
profit-making loan business. (3) Separate the social 
insurance function and the loan and credit function. It 
means separating such loans as those to enterprises that 
suffer losses, loans to stabilize society, loans for relief, 
etc., that are currently a part of specialized state banks’ 
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loan business. Some of this business falls into the cate- 
gory of financial activities, which should be divided as 
finance, while some of them fall within the scope of 
social insurance, which can only be resolved suitably by 
relevant orders, and should not be supported through the 
issuance of bank loans. This course of action will not 
only remove the burden for the state specialized banks’ 
transition to commercial banks, but can also allow 
specialized banks to achieve true commercialized oper- 
ation. 


B. Clarifying property rights and conducting self- 
determinative operation is a central factor of the transi- 
tion from state specialized banks to commercial banks. 
On the basis of dividing functions and reasonably 
dividing business, I believe that the key to transition of 
state specialized banks to commercial banks lies in 
clarifying financial property rights, implementing an 
independent legal person organization system of oper- 
ating with self-determination and self-restriction. 
Chiefly conduct remolding in four aspects: (1) imple- 
ment an organizational system for state-owned commer- 
cial banks’ in which the joint stock system is the domi- 
nant factor. This will not only fit the demands of market 
economic operation, it will also suit international prac- 
tice, and what is more important, it can guarantee the 
efficient operation of the central banks’ macroscopic 
indirect regulation system. At the same time, it will 
encourage maximum and high efficiency allocation of 
credit capital, which will be favorable to the cross-flow of 
capital. This is a more ideal choice for clarifying prop- 
erty rights relationships, conducting separation of 
administration and enterprises, strengthening property 
rights restrictions, operating banks as self-determinative 
and independent financial enterprises. (2) Appropriately 
shrink the scale of state commercial banks to build a 
competitive, multi-element banking system. Because 
current State specialized banks are oversized in scale, 
they will still have a trade monopoly after their conver- 
sion into commercial banks, which makes for a lack of 
competition. Therefore, we must break the monopoly 
and encourage competition in the transition from spe- 
cialized banks to commercial banks. The basic measures 
for this are appropriate cutbacks in scale and implemen- 
tation of replacement in accordance with a single ele- 
ment system and a branch bank system. Some parts will 
be separated out by the single element system and 
become independent regional commercial banks, con- 
ducting self-determinative operations with responsibility 
for their own profits and losses; some parts will imple- 
ment the branch bank system, after cutbacks in scale, 
they will be set correspondingly by the demands of 
economic development. Therefore, after the current 
state specialized banks have made the transition to 
commercial banks, there will be a competitive, multi- 
element bank system, which should make the system 
more efficient. (3) Set commercial bank organs 
according to economic development and economic 
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region. Specialized bank organs are now set by adminis- 
trative area, which brings a lot of negatives to clarifica- 
tion of property rights, independent operation, reduction 
of risks and commercialized replacement. This must be 
changed. The general idea is to carry out a reasonable 
disposition according to the demands of economic devel- 
opment and economic region, perfecting the number of 
organs and their efficiency, preventing excessive admin- 
istrative interference and over-execution of credit activ- 
ities by banks. (4) In the operational system, conducting 
“one level administration, multi-level operations,” 
meanwhile taking modernized administrative measures 
to improve the quality of credit assets. Looking at the 
current status of China’s specialized banks, “three level 
administration, one level operation” has a lot of short- 
comings, unfavorable to the transition to commercial 
banks. We must reform this to conduct one level admin- 
istration and multilevel operational system. As for 
administration, we should take good reference from 
Western experience, conducting asset and liability rate 
administration and risk administration, guaranteeing 
double payment, double flow and return of credit cap- 
ital, actually improving the quality of assets. 


C. An important prerequisite is to adopt efficient steps 
for resolving the current credit asset’s risk reserve 
amount for the transition of the State’s specialized banks 
to commercial banks. According to China’s practical 
situation and market economic development, we can 
implement this in four ways. (1) Conversion into banks’ 
stock investment in enterprises. This means that on the 
basis of replacement toward the enterprise joint stock 
system, banks will convert the part of credit assets owed 
or delayed in payment by enterprises into the banks’ 
stock investment in enterprises, implementing value 
preservation and growth and sharing profit by character 
of legal person’s stock. This method can reduce credit 
risk and is also an efficient way of merging industrial 
capital and financial capital. (2) Conversion into enter- 
prise bond ownership. This means that after an enter- 
prise has improved its operations and management, it 
can convert the part of risk assets owed to the banks into 
enterprise bonds. As the lender, the bank owns part of 
the enterprise, with the enterprise having to return 
principle and interest upon expiration. This can tempo- 
rarily reduce enterprises’ debt payment pressure, and 
provide a better environment for banks getting the loans 
returned. (3) Rely on the Enterprise Bankruptcy Law to 
recover credit assets owed. The first two methods are 
appropriate only to enterprises which have a develop- 
mental future, have market share and will be competitive 
after joint stock system and operations management 
replacement. Enterprises which have poor operations 
and management, with assets less than debts, the “Bank- 
ruptcy Law” is the only recourse for recovering loans. 
Although this will mean only a partial recovery (regard- 
less of whether it is a large or a small part), it is a way of 
reducing risk. (4) Be realistic about the situation, and 
strike out, cross off some of the risky loans. For reasons 
both systematic and historical, there are some loans 
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which can never be recovered, so the only reasonable 
thing we can do is cross off part of the loan and put it in 
a dead account. Of course, striking and crossing off does 
not mean canceling; we can go the route of coordinating 
with banks, enterprises, finance and departments in 
charge. For example, enterprises return a portion, 
finance subsidizes a part, departments in charge allocate 
a portion of the money. Or pay only the interest but not 
the principle, etc.: this will at least recover a part of the 
loan, and the remainder is forgotten, canceled by the 
banks. Detailed measures and the means of operation 
can be studied later, but anyway, long term suspension of 
the account is not a measure. 


III. Reform the internal environment, with support in 
multiple directions, to guarantee successful transition of 
the state specialized banks to commercial banks. Looked 
at from the angle of finance itself, the transition of the 
state specialized banks to commercial banks requires 
some other supportive conditions in addition to the three 
major problems for successful implementation which I 
have listed above. These supportive conditions are, 
chiefly: 


A. Establishment of a powerful central bank regulating 
system, building up the macroscopic environment for 
running commercial banks stably. Key points include: 
(1) converting the role of central banks, taking stabiliza- 
tion of currency value, involvement in macroscopic 
regulation of finances and regulation of financial trade 
supervision as their mission, avoiding microscopic oper- 
ations of business and profit distractions. (2) Strengthen 
the independence of central banks to guarantee the 
characteristics of originality and orderliness, creating a 
good environment for commercial banks. (3) Strengthen 
management in regard to other financial organs and 
foreign capital banks, letting the state commercial banks 
compete with them fairly. 


B. Accelerate the capital price—interest rate marketiza- 
tion reform measures, promoting commercialization of 
operations. This includes: (1) canceling the dual interest 
rate system, implementing a market interest rate system 
under management. In the interim, we can now gradu- 
ally reduce the scale of planned interest rate controls, 
and expand the market regulating part. (2) Under the 
basic interest rate regulation of central banks, commer- 
cial banks can chiefly make prompt changes in the level 
of interest rates, according market supply and demand, 
law of value, risk element and rate of inflation. (3) 
Expand the interest rate adjustment rights of local banks, 
letting them float freely within set limitations and regu- 
late them flexibly to achieve commercialized operations 
for capital. 


C. Perfect the financial market, fostering a system for | 
operating commercial banks. This can not only increase 
the regulating force of central banks, it can also 
strengthen the management levels and operating levels of 
commercial banks, efficiently decentralize and reduce 
the element of risk to guarantee that the commercial 
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bank system will run efficiently. In China’s situation, it 
primarily means a lively currency market (including note 
discount market, call money market, short term finance 
security market and short term state treasury bond 
market, etc.), use bank capital efficiently, and improve 
efficiency. Meanwhile, we must pay attention to per- 
fecting the capital market, take full advantage of the 
bond and stock capital collection system, increase com- 
mercial banks’ capital resource channels, and raise cap- 
ital to a sufficient rate. 


D. Complete financial legislation, for regulating fiscal 
behavior. 


Article Views Specialized Banks’ Funds 
Management 

94CE0589B Beijing JINRONG SHIBAO in Chinese 
30 Jun 94 pl 


[Article by commentator Xiao Yang (2556 7122): “Spe- 
cialized Banks’ Funds Management Should Be Uni- 
formly Assigned”’] 


[Text] The State Council’s “Decisions on Financial 
System Reform” require “more centralized control and 
uniform assignment of funds” in the specialized bank’s 
funds management system. This is one of the major tasks 
in financial system reform. 


First, it serves the needs of macroeconomic financial 
regulation and control. Profound changes have occurred 
since July 1993 in the way that macroeconomic financial 
regulation and control operates. First, the central bank 
changed channels for relending and for the amount of 
relending. Central oank branches and sub-branches no 
longer distribute funds mostly by area; instead head 
offices of each of the specialized banks distribute funds 
mostly by system. Second, the central bank has central- 
ized in its head office the authority that each of its 
branches formerly held for allocating currency between 
one area and another. At the same time, the central bank 
required all specialized banks to self-regulate and self- 
ensure payment system by system. This reform has the 
following purposes: to weaken the relationship between 
the central bank and governments at all levels; to block 
the trend toward localization of relations between cen- 
tral bank branches and sub-branches and the specialized 
national banks; and to maintain the central bank’s 
independence in carrying out monetary policy. In addi- 
tion, this reform makes full use of the role of the 
specialized bank system in passing on central bank 
macroeconomic regulation and control. It makes the 
specialized banks function as intermediaries in central 
bank financial regulation and control. It is mostly 
through the specialized bank system and the specialized 
bank head offices regulation and control of this system 
that the central bank enforces its macroeconomic regu- 
lation and control plans for financial affairs throughout 
the country. During the period when China is merging 
into a market economy system, macroeconomic finan- 
cial regulation and control will adopt this form of 
operation while fostering markets. 
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Second, this is necessary to make the specialized banks 
become state-owned commercial banks. Financial 
reform plans provide explicitly that the state-owned 
commercial banks are to institute a first rate corporate 
system. At the present time, due to the influence of 
several decades of a planned economy, the organization 
system and the administrative and management systems 
of most of the specialized banks are lax. The head offices’ 
ability to regulate and control the system is rather weak. 
It is quite a way from fulfilling the requirements of a first 
rate corporate system. Therefore, the specialized banks 
must first reform their funds management, financial 
management, and organization systems in a gradual 
transition to a commercial bank system. 


It must be pointed out that the emphasis on centralized 
control and uniform assignment within the specialized 
banks coincides with the main trend of the economy in 
becoming a market economy. In describing capitalist 
production, Marx said explicitly that one of the basic 
laws of production in a market economy is no anarchy in 
production of the whole society, and both a high degree 
of planning and strict organization within any given 
enterprise. Several generations of experience in the 
development of western developed market economy 
nations has demonstrated the validity of this law. The 
more an economy becomes a market economy, and the 
more relaxed external restraints on enterprises become, 
the greater the need for centralization of control and 
planning within enterprises. China’s specialized banks 
are an intensive, large scale financial enterprise. The 
more decontrolled and lively society and the economy 
become, and the more they crient toward the market, the 
more further centralization of internal control and uni- 
form assignment is needed. This is the only way to 
enable the specialized banks to maintain a highly flexible 
responsible capability to macroeconomic regulation and 
control and market changes, and a uniform pace that 
meets the needs of a market economy. Those who 
suppose that the delegation of authority and decentrali- 
zation is reform, and that centralization is regression are 
mistaken. The fact is that ability to maintain centralized 
control of funds, centralized assignment, and flexible 
financing is one of the main requirements for steady 
transformation of the specialized banks into commercial 
banks to fit in with development of the market economy 
and effecting a smooth change. 


It must be realized that centralized management, and 
uniform assignment of funds is a major reform of the 
specialized banks management and administration 
system. Therefore, the specialized banks must make 
corresponding profound changes in their management of 
funds, their operating methods, their operating mecha- 
nisms, and their organizational structure. They must set 
up as rapidly as possible a new financial management 
system of “centralized management, centralized assign- 
ment, proportional control, level-by-level operation, and 
flexible financing.” Specifically, work must now be done 
in the following regards: 
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1. Set up a system regulation and control mechanism for 
unified assignment of funds. The funds relationship of 
banks at all levels within the specialized banks must be 
straightened out, the authority for funds assignment and 
distribution centralized in the head office. A unified, 
highly effective allocation system must be set up within 
the funds system that increases the head office’s ability 
to regulate the apportionment of funds within the system 
so as to ensure that the ways in which funds are invested 
are completely consistent with state macroeconomic 
intentions. 


2. Set up within a system a blanket payment preparation 
mechanism, i.e., the head office bearing full responsi- 
bility for fluidity and payments throughout the system, 
instituting an in-house guaranteed payment manage- 
ment method. Therefore, the head office of each of the 
specialized banks, provincial branches, and municipal 
and prefecture branches (and sub-branches) must set up 
a payment reserve system. In particular, the head office 
must dedicate some funds for use as a payment reserve, 
and it must set up at each level a speedy and effective 
guranteed payment system. 


3. Set up a funds use mechanism for centralizing funds to 
ensure their investment in key projects. Carrying out 
state industrial policies and macroeconomic investment 
plans requires that the central banks institute corre- 
sponding centralized control of how funds are invested 
within the system. They must dedicate an appropriate 
amount of funds that the head office can invest directly, 
these funds to be used mostly to ensure the need for 
funds of key state construction projects. The head 
office’s direct investment can also guide the whole sys- 
tem’s investment of funds toward principal national 
industries. 


4. Set up a centralized control mechanism for capital. 
The authority to manage capital of the primary level 
corporate system of the specialized banks must be highly 
centralized in the bank head offices. The separate powers 
of the headquarters, as a first rate corporate person, and 
the operators on whom authority has been conferred in 
the branch banks must be clarified. A system for man- 
aging, using, maintaining value, and increasing value of 
capital must be set up that complies with regulations 
regarding the management of state assets. 


5. The correlation among centralized control, unified 
dispatching, and level-by-level operation must be han- 
died correctly. While increasing bank head office system 
regulation and control, a responsibility system must be 
set up in which responsibilities are shared by the bank 
head offices, provincial banks, and municipal and pre- 
fecture banks. The powers and responsibilities for raising 
funds, assignment, and use of funds, and for guaranteed 
payments by banks at each level must be clearly defined, 
each level bearing responsibility, and each discharging 
its responsibilities to the full. 
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INDUSTRY 


Bureau Releases June Light Industry Output 
Figures 
HK0807113194 Beijing CEI Database in English 
8 Jul 94 


[Text] Beijing (CEIS)}—Following is a list of the output of 
China’s light industry in June 1994, released by the State 
Statistical Bureau: 





































































































Item Unit 6/94 6/93 
Bicycle 10,000s 408.02 361.30 
Sewing machine 10,000s 67.71 71.99 
Watch 10,000 2379.30 760.46 
Camera 10,000s 469.73 78.52 
TV set 10,000s 246.02 228.21 
Color TV 10,000s 120.16 113.03 
Video recorder 10,000s 18.05 8.00 
Radio 10,000s 220.48 215.30 
Tape recorder 10,000s 480.62 233.01 
Hi-fi 10,000pc 61.46 29.50 
Washing machine 10,000s 98.03 79.91 
Electric fan 10,000s 1306.21 872.31 
Refrigerator 10,000s 76.03 71.64 
Freezer 10,000s 24.90 25.68 
Air conditioner 10,000s 48.27 42.51 
Vacuum cleaner 10,000s 13.39 9.50 
Electric cooker 10,000s 156.31 121.78 
Sugar 10,000t 2.88 5.91 
Salt 10,000t 614.69 442.49 
Cigarettes 10,000c 301.43 261.49 
Beer 10,000t 170.95 153.42 
Liquor 10,000 46.87 43.51 
Canned food 10,000t 16.37 16.35 
Dairy products t 40718.41 36815 
Feed 10,0001 289.21 341.76 
Machine-made and 10,000t 162.77 146.63 
kraft 
Newsprint 10,000 5.45 4.98 
Relief printing paper 10,000 4.73 4.85 
Synthetic detergent 10,0001 18.10 16.10 
Daily fine aluminium t $903.27 6622.00 
products 
Plastic products 10,000 52.36 40.94 
Farming film 10,000 2.72 2.34 














Notes: s—set, pc—piece, t—ton, c—carton, m pc—million piece 
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Impact of GATT on Textile, Apparel Industries 


94CE0564A Beijing ZHONGGUO FANGZHI BAO 
in Chinese 27 May, 3 Jun 94 


[Article in multiple installments by Jiang Xiaojuan 
(3068 1420 3197): “GATT Accession Presents Chal- 
lenge, Opportunity to Textile Industry”] 


[27 May pp 1-2] 


[Text] Editor’s note: China will soon resume its status as 
a contracting party to GATT. How this development will 
impact the domestic apparel industry is a matter of deep 
concern to that industry. According to reports, there are 
pessimists who believe that the Chinese apparel 
industry, currently shielded by relatively high tariffs and 
a number of nontariff measures, will not receive govern- 
ment protection after China’s accession to GATT and 
that a big chunk of the domestic market will be taken 
over by imports and the products of joint ventures. The 
potential for increasing exports is also seen to be fairly 
limited. China’s entry into GATT, so they say, will be an 
obvious blow to the country’s apparel industry. The 
optimists argue that as a classic labor- intensive industry, 
the apparel industry would remain quite competitive. 
Moreover, they expect the export environment to 
improve appreciably and exports to increase substan- 
tially. On balance, therefore, China’s accession to GATT 
will have essentially positive effects on the industry. 


To help domestic apparel enterprises understand this 
issue, we asked experts in the field to write articles of 
analysis which will be published in a series. It is hoped 
that they will be useful to readers interested in this 
matter. [End editor’s note] 


How will the imminent resumption of China’s status as 
a contracting party to GATT affect China’s textile and 
apparel industries? 


There are three general clues to guide our thinking. One, 
the experiences of other nations after they joined GATT. 
Two, changes in China’s foreign economic relations and 
trade environment after its accession to GATT. Three, 
the current competitiveness of the textile and apparel 
industries and the counter-measures they may take. 


Post-GATT Accession Experiences of Other Nations 


Thus far 108 nations have joined GATT. In addition, 
GATT is effectively applicable to over 20 other nations 
and regions. There is thus ample international experi- 
ence for China to draw upon. 


Generally speaking, relatively few countries experienced 
notable changes on the foreign economic relations and 
trade front, their domestic economies taking a severe 
beating, after joining GATT. Under GATT rules, a 
country is required to cut tariffs radically and reduce 
nontariff barriers upon joining GATT, conditions that 
one may expect would inevitably deal a heavy blow to 
developing nations. That has not been the case, however. 
Why? 
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There are two major groups of reasons. First, many 
GATT provisions are flexible. Second, besides protec- 
tionism, there are several policies and measures a 
country can take to enhance the competitiveness of 
domestic enterprises. 


Among the first group of factors are GATT provisions 
that allow a nation to take steps to protect a domestic 
industry or support a certain export industry under 
specific conditions. Examples are special treatments for 
developing nations, protection for their budding indus- 
tries, and emergency measures to be taken by a country 
faced with international balance of payments difficulties 
or when its domestic industries are seriously disrupted. 


The second group reaches far and wide but mainly 
includes the following. 


1. Use a supportive industrial policy as a substitute for a 
protectionist policy to enhance the competitiveness of 
domestic enterprises. Among the most popular are: 


1) Offer preferential treatment in the areas of credit, tax, 
land use, technological forces, and market guarantee. 
Often the government even undertakes direct invest- 
ment itself. 


2) Adopt a preferential policy toward the importation, 
absorption, and assimilation of the necessary technology 
and equipment. The government may also offer assis- 
tance to research and development [R&D] or directly 
fund and organize the relevant research. 


3) Coordinate the operations of domestic enterprises. 
Carry out the necessary cooperation to enhance the 
competitiveness of domestic enterprises. 


2. Policies to support export industries. 


1) Apply import-export overlapping subsidies judi- 
ciously. Although their use is restricted under GATT, the 
vast majority of nations which have successfully devel- 
oped an export-oriented economy have adopted this tool 
in their export drive. If applied properly, the benefits of 
some overlapping subsidies could be so indirect and 
circuitous that they would not violate the requirements 
of GATT. 


2) Establish a production support system to enhance the 
competitiveness of export enterprises by, for instance, 
putting together an export-related infrastructure and 
creating tax protection zones and key export production 
bases. 


3) Accelerate the development of an export-financing 
system to support exporters. An export financing system 
typically includes medium and long term R&D loans, 
short term export loans, and credit guarantees. Interest 
rates on export loans are usually significantly lower than 
those on conventional loans. 


3. Use subsidies other than export subsidies to assist 
domestic enterprises. 
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The General Agreement on Tariffs and Trade does not 
prohibit a nation from using subsidies not specifically 
targeting export industries, that is, so-called nonexport 
subsidies. For instance, to promote the development of a 
selected region, to spur structural adjustment, to main- 
tain employment at a certain level, to encourage scien- 
tific research and technological development, or to carry 
out its development plan, a government may take such 
subsidization measures as giving assistance; providing 
loans, guarantees, and support services; and buying stock 
in an enterprise in order to protect key domestic indus- 
tries and promote exports. 


4. Self-protection by enterprises and industries. 
An enterprise can take many defensive strategies. 


1) Integrate production with marketing and sales. The 
objective is to create an exclusive sales and marketing 
network to keep out foreign competition. The way for- 
eign experts see it, although Japan’s trade policy is now 
markedly less protectionist overtly, it is still the most 
impenetrable market primarily because of its integrated 
networks. 


2) Make the domestic market more competitive and 
raise the entry costs. The experiences of many nations 
make it clear that when the domestic market is fero- 
ciously competitive, it can effectively deter foreign com- 
petitors from entering. Industries which were already 
fiercely competitive before the market was opened up 
turned out to be fairly close to the advanced interna- 
tional level and were less likely to suffer extensive 
disruptions and in a stronger position to achieve faster 
economic growth. The reason is that domestic competi- 
tion has forced enterprises to upgrade technology and 
improve product quality, leaving no room on the existing 
market for any new foreign entrant. 


3) Adopt the overlapping subsidy strategy with regard to 
production and services and make the most of the 
low-cost edge. Under the overlapping subsidy strategy, 
enterprises provide one another complementary prod- 
ucts and services. Profits from some products priced low 
to attract customers are used to offset losses suffered by 
other high-priced products. This strategy works best 
when the prices of some products or services are signif- 
icantly different from those of similar products and 
services on the international market. It is well suited to 
China’s conditions. 


4) Make full use of trade associations. In an open trade 
system, trade associations play an important role in 
protecting domestic enterprises and boosting exports. 


5. Conduct structural reform to enhance the enterprises’ 
international competitiveness. 


It is critical that industrial enterprises be given external 
decision- making authority. Of the many factors that 
contribute to making enterprises more internationally 
competitive, foremost is direct contacts with foreign 
buyers. 
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6. Government's special role 


1) Take pains to achieve a balance between exports and 
imports and diversify exports. It is easy to see why we 
should avoid piling up a string of trade deficits. On the 
other hand, running trade surplus after trade surplus will 
also be problematic because it will subject us to foreign 
pressure to open up our market. Accordingly we should 
also try to avoid running a string of trade surpluses. 


2) Assist enterprises to carry out information-gathering 
and sales promotion activities world wide. Government 
agencies and government subsidized trade promotion 
Organizations have a special role to play. Setting up 
branches in key cities around the world, they gather a 
variety of data, furnish countless enterprises at home 
with market information, and assist them in opening up 
the international market. 


3) Reduce and ease international trade disputes through 
all channels in order to create a relaxed environment for 
enterprises. Guided by a clear economic policy, the 
government should employ a range of diplomatic tools, 
including the offering of concessions and compromises 
when doing so does not hurt the overall situation, in 
order to create a favorable international climate for 
enterprises. 


Because of the adoption of the above-mentioned mea- 
sures, the domestic industries of a vast majority of 
developing nations have by and large been spared major 
disruptions after they joined GATT. Instead most 
responded by carrying out some structural adjustments. 
Many nations blossomed as leading textile and apparel! 
exporting nations after they joined GATT. South Korea, 
for instance, became a GATT member in 1967 and saw 
its textile and apparel industries take off in the next 20 
years. The same can be said about Pakistan, Bangladesh, 
Malaysia, the Philippines, Thailand, and Indonesia. If 
the experiences of these countries is any guide, there is 
no reason to be pessimistic about the continued devel- 
opment of China’s apparel industry after the country 
joins GATT. 


{3 Jun p 1] 


Changes in Domestic, International Environments After 
China’s Accession to GATT 


In essence China’s accession to GATT represents yet 
another step in the process of opening up China to the 
outside world, a process, moreover, that accords inter- 
national practices. The benefits of opening up China are 
multi-faceted. Economically speaking, opening will 
enable domestic enterprises to continue to upgrade their 
technology and raise their efficiency and improve the 
international climate for export enterprises. 


Look at the economies of countries around the world. To 
catch up with technologically advanced nations, it is 
imperative that the backward nation import advanced 
foreign technology and equipment. But importation 
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alone is not enough. Advanced technology changes end- 
lessly; to remain technologically advanced, one must 
develop yet more advanced technology all the time. This 
requires a global competitive environment to give enter- 
prises a sense of crisis and put pressure on them. By 
importing technology, a relatively open competitive 
environment is essential to a nation’s enhancing its 
industrial manufacturing capability as well as its ability 
to develop technology. 


Further opening up China is also inherent in the trend 
toward integrating the Chinese economy with the global 
economy. Since the middle of this century, more and 
more industries have gone “global.” The economic 
achievements of a developing nation are intimately 
related to its degree of openness and the extent to which 
its industries are internationalized. To join the global 
industrial system, there is no alternative to open compe- 
tition and development. This is the only way to become 
part of the global industrial system and make further 
inroads into the international market, at the same time 
coming under the pressure of international competition 
to enhance one’s own manufacturing capability industry 
after industry as well as the ability to develop tech- 
nology. Moreover, only by entering the global industrial 
system can a nation keep abreast of the trends in 
technological advance, product development, and sales 
and marketing, and ensure that its own production 
technology and efficiency match the best in the world. In 
short, if China is to catch up with and overtake the 
world, it has no choice but to open up and take the road 
of competition-based development. And resuming its 
membership in GATT is a must if China is to open up 
further. 


Although further opening up China confers benefits as 
well as creating pressure, Chinese industry at the 
moment is more concerned about its competitiveness 
after China joins GATT. Nevertheless, its ability to 
withstand disruptions may be greater than anticipated. 


First of all, China is still a developing nation, its wage 
level significantly lower than those in developed nations. 
Given a fair exchange rate, there is a vast number of 
Chinese commodities which would remain fairly com- 
petitive even after tariffs are cut drastically. Under the 
old official exchange rate, less than two-thirds of indus- 
trial products were price-competitive on the domestic 
market. Under the current market exchange rate, at least 
four-fifths of domestic products can compete on price. 
Moreover, China has a unique consumption level and 
unique consumption patterns. Domestic products are 
distinctively adaptable and enjoy a clear edge when it 
comes to prices. In this sense domestic enterprises are 
highly competitive. 


Second, after 15 years of reform and openness, the 
Chinese economy is notably more capable of with- 
standing external disruptions and adjusting itself. For 
starters, its level of economic development and standard 
of technology are now markedly higher. After reform 
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began and the open policy went under way, most Chinese 
industrial enterprises have introduced a new generation 
of technology and equipment so that both the quality of 
their products and their level of technology are appre- 
ciably higher. Many of the new products developed 
during the latest surge of economic growth which began 
in the early 1990’s are competitive vis-a-vis their over- 
seas counterparts. Inter-enterprise integration has made 
rapid progress, forming a host of large enterprises and 
enterprise groups reaping the benefits of economies of 
scale. Second of all, now that structural reform is in its 
15th year, enterprises in the vast majority of industries 
have been through the grim test of ferocious competition 
on the domestic market. In a considerable number of 
industries, such competition is every bit as cut-throat as 
that on the international market. Therefore enterprises 
have come a long way in terms of both their competition 
consciousness and their competitive skills. In particular, 
with its innate sense of market competition, the non- 
state economy has grown to a substantial size and 
entered many key industrial sectors. Among state enter- 
prises, reform has also been making swift headway, 
gradually enhancing the competitiveness of domestic 
industry. Third, thanks to foreign trade reform in recent 
years, domestic enterprises have already effectively 
experienced a good deal of disruption by imported 
commodities. For instance, it has been several years 
since a host of foreign-funded enterprises and special 
economic zone [SEZ] enterprises which are authorized to 
import tax free started producing and marketing their 
goods in China. Their products are basically similar to 
commodities imported under lowered tariff rates. In 
addition there is now a range of policies cutting or 
waiving import taxes for a variety of reasons. In effect, 
domestic enterprises have been coexisting with low-tariff 
imported commodities on the same market for years. In 
short, domestic enterprises receive far less protection 
than the nominal high tariff rates would suggest. To put 
it differently, the domestic market is actually more open 
than it appears on the surface. If tariff-cutting measures 
are accompanied by a gradual move to abolish unfair 
preferential policies, the net effect on domestic enter- 
prises will be quite modest. 


Third, even as China acts to cut tariffs after it joins 
GATT, it is set to introduce a string of reform measures 
to enhance the competitiveness of domestic enterprises 
and export commodities on the domestic market. For- 
eign trade reform currently under way and others yet to 
be launched during the process of readmission into 
GATT will create a mechanism that will automatically 
cushion China against disruptions and protect domestic 
industry. One of the most important measures is to 
create a mechanism to maintain the exchange rate at a 
proper level. For instance, if imports are entering China 
too rapidly and China’s foreign exchange reserves are 
shrinking, the exchange rate of the renminbi will drop 
because of the expanded role of the market in setting 
exchange rates and the government’s decision to make 
the renminbi convertible under regular items. 
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As far as producers of exports are concerned, their terms 
of production and international market environment 
could only get better after China resumes its GATT 
membership, as mainly demonstrated in the following 
ways: 


First of all, cuts in import tariffs and the reduction in 
import licenses will enable enterprises which produce for 
the overseas market to obtain the necessary imported 
raw materials, machinery, and equipment more readily 
and expeditiously. This is a matter of immense impor- 
tance for those enterprises, as borne out by the experi- 
ence of developing nations which have done well as 
exporters and that of China’s SEZ’s and coastal region 
which have seen their exports soar. In addition, reform 
aimed at rationalizing the exchange rates will also ben- 
efit export enterprises in obvious ways. 


Second, as a contracting party to GATT, it would be 
within China's right to demand that nations whose 
policies currently discriminate against Chinese exports 
change their policies to make their markets more acces- 
sible to and put an end to discrimination against Chinese 
goods. This will certainly improve the export climate for 
those commodities now subject to unfair trade practices. 


Third, as they are given yet more decision-making power 
in foreign trade, industrial enterprises and their per- 
sonnel will have more room to maneuver in their foreign 
dealings. For many industrial enterprises, this change 
will mean direct contacts with the international market 
and an ability to grasp the situation on it, which will 
translate into heightened competitiveness on the global 
market. Witness the strong performance on the export 
front of Chinese enterprises authorized to conduct for- 
eign trade on their own. The importance of this kind of 
systematic change has long been touted by Chinese and 
foreign economists, international economic organiza- 
tions, and industrial enterprises, but its implementation 
has been stalled for years. China’s accession to GATT 
will now give it a boost. Industrial enterprises will 
become appreciably more competitive on the domestic 
and international markets. 


In short, because domestic enterprises and the entire 
economy have developed some measure of resistance to 
the disruptions brought on by openness as well as a 
degree of post-disruption self-adjustment capability, 
China is all but posed for an era of greater openness with 
the support of certain policies designed to soften the 
impact of such disruptions. For this reason, GATT 
membership will spur industrial development in China 
in various ways even as it puts pressure on domestic 
enterprises. 


As far as the textile and apparel industries are concerned, 
they will experience the same changes in their internal 
and external environments as most other industries. 
However, there will be differences in degree in the 
following two aspects: 


Changes in the domestic environment. By and large the 
textile and apparel industries are among China’s more 
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competitive industries. Accession to GATT will have a 
dual impact on them. They will be less disrupted than 
some other industries. If GATT were a heavy blow to the 
textile and apparel industries, it would be downright 
fatal for others. In other words, the government will limit 
disruptions to what are tolerable by most industries. 
Accordingly the textile and apparel industries will be 
within the limits of tolerance. But this is also precisely 
why the industries cannot hope to demand special pro- 
tection and assistance from the government. Insi - id they 
must try to weather the disruptions by making adjust- 
ments on their own and improve efficiency. 


Changes in the external environment. The textile and 
apparel industries probably will see less of an improve- 
ment in their export position than is the case in some 
other industries. The reason is that the textile and 
apparel industries are an exception to GATT regula- 
tions. One of the industrial sectcrs most deeply affected 
by protectionism in advanced nations, these two indus- 
tries are not subject to the restraint of GATT. Some 
explanation is in order here. 


Since the 1950's, the textile industries of the United 
States and some Western European nations have been 
badly battered by textile exports from developing 
nations. Beginning in 1957, one developed nation after 
another concluded so-called “export self-restraint agree- 
ments” with developing nations, imposing quantitative 
restrictions on textile imports from developing nations. 
In response to the demands of developed nations, 42 
countries signed the Multi-fiber Agreement [MFA] in 
1973. The MFA legitimized the practice among devel- 
oped nations of limiting the entry of textile exports from 
developing nations ‘nto their own markets and was not 
subject to the restraint of GATT principles. Quota 
restrictions currently in place on Chinese textile and 
apparel exports to the United States and EC have been 
imposed in accordance with the MFA. For this reason, 
existing quota restrictions on Chinese textile exports will 
not be significantly reduced in the next few years. As for 
the medium and long haul, negotiators at the Uruguay 
Round reached an agreement to phase out MFA within a 
decade starting on | January 1995. Beginning in 2005, 
all textile products will come under the purview of 
GATT. Since this is a gradual 10-year process, improve- 
ments in the export environment for textile products will 
remain modest in the next few years. 


Be that as it may, with China further opening up its 
market to imported commodities and the leading 
advanced nations in turn removing some of their special 
discriminatory measures against China, the textile and 
apparel industries are bound to benefit. 


Output of Top Ten Steel Makers in June 
HK2207125494 Beijing CEI Database in English 
22 Jun 94 


[Text] Beijing (CEIS)}—Following is the monthly output 
of China’s top 10 iron and steel companies in June, 1994 
released by the Ministry of Metallurgical Industry: 
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Gentes Goma on — “ new = > wy has gone ae gs 
ownship enterprise burdens are somewhat heavier. We 
one Lares ch (Pc) 1-693 Will now analyze the heavier impact on Jiangsu’s town- 
Capital Iron and Steel 650,496 3,874,049 30.18 ship and village industrial enterprises in 1994 by the 
Complex seven tax categories of the value-added, consumption, 
Anshan Iron and Steel | 712,867 4,256,634 7.85 enterprise-income, land-use, urban and rural construc- 
Company tion-maintenance, real-estate, and resource taxes. 
a — — 1. The value-added tax. The value-added tax adopts the 
ye a ee 459.813 3,103,482 258 model of a basic 17-percent tax rate and a low 1 3-percent 
Steel Company = ae ig ~ oa erage cor | oa oer wo 
and collection, with a system of tax withholding on 
— diet | ee 102.288 a0 taxes clearly indicated on invoices. It is estimated that 
Jiangsu’s township and village industries in 1994 will 
pn and Steel | 443,557 | 2,776,932 6.23 earn sales income of 384 billion yuan, of which about 
: 115 billion yuan will be subject to value-added taxes. In 
Panzhihua Iron and 186,907 1,142,879 -5.04 consideration of the fact that about 5 percent of tax- 
Stent Comptes payers with small sales income (annual sales of less than 
Benxi Iron and Steel 213,979 1,302,078 6.49 1.8 million yuan and unsound accounting) will pay 
Complex value-added taxes (at a rate of 6 percent), with around 2 
Maanshan Iron and 210,620 1,153,734 11.93 billion yuan of added value on items, such as feed, 
Steel Company chemical fertilizer, and pesticides, taxed at the 13- 
Taiyuan Iron and 143,273 1,152,489 14.01 percent rate, it is estimated that Jiangsu’s township and 
Steel Company village industries in 1994 should pay about 17 billion 
yuan in value added taxes, with direct exports providing 
SMALL-SCALE ENTERPRISES about a | billion yuan exemption, making for a real 


New Tax System, Jiangsu Rural Enterprises 
Viewed 

94CE0563A Nanjing JIANGHAI XUEKAN [JOURNAL 
OF JIANGHAI ACADEMIA] in Chinese No 3, 10 May 
94 pp 33-35 


{Article by Shi Fuyuan (2457 4395 0337) and Zhang 
Ying (1728 3841), affiliated with the Jiangsu Township- 
Enterprise Management Bureau: “Township Enterprise 
Growth Problems Under the New Tax System”] 


[Text] Since | January 1994, China has been practicing a 
new tax system. This is another major reform of China’s 
tax system, as well as a key turning point for our tax 
establishment that will be bound to have a crucial impact 
on township enterprise growth. 


This tax reform adjusted and improved most tax catego- 
ries, adding certain new ones, while merging our former 
32 categories into only 18, to form a system consisting 
mostly of the value-added tax, coordinated and recon- 
ciled by consumption and resource taxes. This tax 
reform is large in dynamic and broad in scope, changing 
the tax categories and rates set by varying forms of 
ownership, basically eliminating reductions and exemp- 
tions, and strengthening the tax mandate, to fully reflect 
the needs for consolidated tax laws, fair tax burdens, a 
streamlined tax system, and a rational division of 
powers. Since it is an overall system reform in contrast to 
past ones, it will help to promote equal competition, 
speeding up the effective adjustment of our economic 
structure, and driving socialist market economy devel- 
opment. So in the long term, it will also promote the 
steady and sound growth of township enterprises. 


payment of around 16 billion yuan. But under the former 
system, it is estimated that they would have paid approx- 
imately 13.8 billion yuan in sales taxes, with reductions 
and exemptions of nearly 2.7 billion yuan, for a real 
payment of around 11.1 billion yuan. 


2. The consumption tax. The consumption tax is a 
concentrated expression of our national industrial and 
consumption policies, a key means of macroeconomic 
adjustment by the state. The consumption tax is col- 
lected at the production link, enabling China’s flow-tax 
reform to form an overlapping-collection and dual- 
regulation order of the value-added tax as the general 
regulator, supplemented by the consumption tax as a 
special regulator. Of the 11 taxable items in the new 
consumption tax, Jiangsu’s village and township indus- 
tries are subject to nine. So it is estimated that in 1994 
they should pay about |! billion yuan in consumption 
taxes, minus reductions of nearly 100 million yuan due 
to direct exports, for a real payment of around 900 
million yuan. Adding up the value-added and consump- 
tion taxes, under the new tax system, the flow-tax burden 
on Jiangsu’s township and village industrial enterprises 
in 1994 will be up 5.8 billion yuan. 


3. The enterprise-income tax. Under the old system, it is 
estimated that Jiangsu’s township and village industrial 
enterprises in 1994 would have had taxable profits of 
about 9.6 billion yuan, so should have paid income taxes 
of nearly 2.9 billion yuan which, minus 1.3 billion yuan 
in reductions and exemptions, would have meant a real 
payment of around 1.6 billion yuan. But as the new tax 
system consolidates domestic-enterprise income taxes at 
a basic tax-rate of 33 percent, standardizing pretax listed 
items and criteria, and expanding the tax base, it is 
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estimated that payments will increase about 20 percent 
{as published]. So the taxable profits of Jiangsu’s town- 
ship and village industrial enterprises in 1994 will gross 
about 11.5 billion yuan, meaning nearly 3.5 billion yuan 
in income taxes, minus reductions and exemptions of 
only 300 million yuan as most preferences are abolished, 
for a real payment of 3.2 billion yuan. 


4. The land-use tax. The reformed land-use tax generally 
raises taxes 300 percent, with the taxable limits also 
including rural nonagricultural-use land. It is estimated 
that in 1994, Jiangsu’s township and village industrial 
enterprises will occupy a land area of about 845,500 mu 
which, projected at the low tax of 3 yuan a sq m (2,000 
yuan per mu), will mean land-use tax payments of about 
1.7 billion yuan, which under the old system would have 
been only around 25 million yuan. 


5. The urban and rural construction-maintenance tax. 
This is an independent local tax category, calculated and 
collected on product sales income at the provided appli- 
cable tax rate. It is estimated that Jiangsu’s township and 
village industries in 1994 will earn sales income not 
including value-added taxes of 330 billion yuan which, at 
the medium tax rate of 0.45 percent, will mean construc- 
tion-tax payments of nearly 1.5 billion yuan. But under 
the old system, in which the urban construction- 
maintenance tax was attached as a surcharge to product, 
value-added, and business taxes at a tax rate of | percent 
of these “three taxes,” it is estimated that 1994 payments 
would have been only a little over 100 million yuan. 


6. The real-estate tax. The reformed real-estate tax 
involves two major changes: 1. The taxpayer scope is 
expanded from the former cities to the rural areas; 2. The 
taxpayment grounds are estimated real estate value, no 
longer using the method of rents and original value 
minus a fixed-percentage deduction. It is estimated that 
in 1994, Jiangsu’s township and village industrial enter- 
prises will have a net fixed-assets value of 62 billion 
yuan, of which real estate will account for about 21.7 
billion yuan (a typical survey showing that real estate 
makes up about 35 percent). This means that at the 
medium tax rate of 3 percent, they shoulc' ay real estate 
taxes of about 650 million yuan, which under the former 
system would have been only around 6.5 million yuan. 


7. The resource tax. This resource-tax reform: 1. Includes 
salt in the resource tax; 2. Expands the collection scope 
to collect resource taxes from all enterprises that produce 
crude, natural gas, coal, metallic minerals, and nonme- 
tallic minerals; 3. Raises taxes, using the resource tax to 
recoup the lower tax payments due to using the standard- 
ized value-added tax for certain products. The data 
shows that Jiangsu’s township and village industrial 
enterprises should pay resource taxes on 10 products, for 
estimated 1994 resource-tax payments of 250 million 
yuan, which under the old system would have been only 
around 8 million yuan. 


Summing up this comparative analysis, under the former 
system, Jiangsu’s township and village industrial enter- 
prises would have paid in 1994 in these seven categories 
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approximately 16.8 billion yuan in taxes, minus reduc- 
tions and exemptions of around 4 billion yuan, for real 
payments of nearly 12.8 billion yuan. But under the new 
system, these figures will be respectively 25.6 billion 
yuan, 1.4 billion yuan, and 24.2 billion yuan, for real tax 
payments up 11.4 billion yuan, or a tax burden 89 
percent heavier. This includes an additional tax burden 
of 8.8 billion yuan due to factors, such as higher tax rates 
and amounts, improved collection methods, and 
expanded tax limits, plus 2.6 billion less in reductions 
and exemptions due to preferences being basically elim- 
inated. Of the additional tax burden, central taxes make 
up 900 million yuan, with shared taxes at 4.9 billion 
yuan and local taxes at 5.6 billion yuan. 


Since the new tax system went into operation, to over- 
come the difficulties brought by heavier tax burdens and 
ensure sustained, steady, and sound growth, township 
enterprises have basically had to reply on their own 
efforts, conscientiously improving their management, 
adjusting their economic structures, expanding their 
production operations, and raising their economic effi- 
ciency. Faced with the crucial role of the new tax system 
in economic development, township enterprises could 
particularly emphasize the following steps. 


1. They should expand their economic associations. The 
reformed flow-tax system generally applies the value- 
added tax, with no duplicate taxation on product pro- 
duction and sales. So township enterprises can take 
advantage of the new tax climate, to further expand the 
specialized-cooperation production affiliations among 
industrial enterprises, as well as the production and 
marketing affiliations among industries. 


2. They should pay attention to efficiency of scale. Under 
the old 8-grade progressive system, the higher enterprise 
taxable profits, the higher their income-tax rates, to a 
maximum of 55 percent. But as the new tax system uses 
a uniform 33-percent income-tax rate for domestic enter- 
prises, it is obvious that the new and old systems play an 
absolutely opposite leverage role in the area of pushing 
enterprises up to scale. So township enterprises need to 
pay more attention to the reorganization, optimization, 
and rational concentration of production factors, so that 
key priority enterprises with growth prospects can 
swiftly form economies of scale. 


3. They should accelerate their externally oriented devel- 
opment. New tax categories, such as value-added and 
consumption, exempt exports, which is in line with 
international practice, as well as encouraging the devel- 
opment of an externally oriented economy. So township 
enterprises, particularly those in coastal zones, need to 
continue to slant their operations toward an externally 
oriented economy, taking an active part in the interna- 
tional division of labor and international economic 
cooperation, to acquire more international comparative 
advantage. 


4. They should practice sound financial management. 
Township enterprises with smaller operations (annual 
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product sales income under 1.8 million yuan) need to 
practice sound financial management, striving to take 
advantage of the value-added tax’s exclusive invoices. 
Otherwise, there would be two major disadvantages: 1. 
Tax burdens would be higher. At taxpayment of 6 
percent of sales income, unless the enterprise product 
value-added coefficient reaches 63.8 percent, it would be 
better to calculate and pay taxes according to the 17- 
percent value-added rate; 2. Product sales would be 
harder. Products using ordinary invoices would be very 
hard to sell to general-taxpayer industrial and commer- 
cial enterprises, unless prices were lowered so that buyers 
could make up losses from not withholding taxes. 


To ensure that township enterprises can grow steadily 
during the tax-system conversion, we also need to create 
a more relaxed macroeconomic climate. This is because 
while enterprises of varying ownership form apparently 
compete fairly with equal tax burdens, township enter- 
prises actually have much heavier social burdens than 
urban enterprises. It is estimated that liangsu’s township 
and village industries in 1994 will have pretax 10 percent 
social spending of 864 million yuan, with agricultural- 
development wages of 563 million yuan, educational 
surcharges higher than urban enterprises by more than 
1.434 billion yuan, and township and village profit 
payments of 2.519 billion yuan. Combined, Jiangsu’s 
township and village industrial enterprises will have 5.4 
billion yuan more in burdens than urban enterprises. As 
for value-added taxes, this would raise the value-added 
tax rate for township and village industry 4.7 points, and 
for enterprise income taxes, this would be equivalent to 
a 47 percent rate plus an additional income tax. In fact, 
in current economic activities, most of the extra burden 
on township enterprises is wiggled out of through many 
preferential-support policies. But if the new tax system 
raises tax rates and amounts, while basically eliminating 
at once the tax preferences for township enterprises, 
township enterprises will certainly be extremely overbur- 
dened. 


So we hold that when studying township enterprise tax 
burdens, we should study not tax burdens in isolation, 
but rather social burdens as well. While township enter- 
prises have a limited overall economic capacity to sus- 
tain all sorts of burdens, including tax burdens, eco- 
nomic sustainability plays an inevitably ironclad role 
that is often beyond will. Of the various failures of past 
tax reforms in township enterprises, one of the key 
factors was an underrating of the objective economic 
sustainability of township enterprises, forcing them to 
take various countermeasures when faced with too heavy 
tax burdens and the authorities’ policies, which distorted 
rational enterprise economic operations. So during this 
tax-system conversion, rather than force township enter- 
prises to take countermeasures, it would be better to 
appropriately open up proper avenues, by taking certain 
special preferential steps. For instance, taking 1993 real 
tax payments as the base, the additiona! part should be 
refunded annually to township enterprises for three to 
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five years; taking 1993 actual tax reductions and exemp- 
tions as the base, the part due to lower reductions and 
exemptions each year should be spent to support town- 
ship enterprises for three to five years; the local tax 
category for township enterprises should be set at a 
suitably low rate for three to five years. This gradual 
institution of the new tax system during its first years of 
operation would give township enterprises a period of 
gradual adaptation, thus ensuring their sustained and 
steady growth, while guaranteeing the success of the new 
tax system. 


FOREIGN TRADE, INVESTMENT 
MOFTEC Department on Anti-Dumping, 
Investment 


94CE0516A Beijing GUOJI JINGMAO XIAOXI 
[INTERNATIONAL TRADE NEWS] in Chinese 
4 May 94 pp I, 4 


{Article by MOFTEC [Ministry of Foreign Trade and 
Economic Cooperation] Legal Department, Ding Xiao- 
ging (0002 2556 1987): “Issues on Anti-dumping of 
Exports and Utilization of Foreign Investment’’] 


[Text] There have been great improvements in the 
investment environment since China began imple- 
menting the reform and opening up policy, and invest- 
ments by foreign businesses have reached a sizable scale. 
Particularly rapid has been the development of foreign- 
funded enterprises for export; in 1992 exports of these 
enterprises constituted more than 20 percent of all 
China’s exports, and foreign-funded enterprises have 
become an important component of our national 
economy. But in receni years, China’s exports frequently 
encountered anti-dumping actions abroad, and the latter 
are on the increase; this situation not only seriously 
endangers exports of the foreign-funded enterprises but 
also directly affects the investment climate in China. 


1. Circumstances of China’s Exports Encountering Anti- 
dumping Actions Abroad and Their Impact on Foreign- 
Funded Enterprises 


Because of the general economic recession in Western 
nations which give rise to trade protectionism, many 
countries are resorting to legal anti-dumping measures 
provided in the GATT to discriminate against foreign 
products. Not only are the developed nations doing so 
but many developing countries are also taking such 


steps. 


In tl.e European Economic Community [EEC], prelimi- 
nary statistics from 1991-1992 indicate that China’s top 
15 export products valued at $1.1 billion were subject to 
anti-dumping investigations or payments of additional 
duties; if pre-1990 data were included, China’s losses 
were even greater. By the end of June 1993, the EEC had 
launched a total of 35 anti-dumping cases against China, 
which constituted the leading national category and 
represented 10 percent of its caseload. Further, in 1992 
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alone, anti-dumping cases against our products increased 
1 1-fold, amounting to 34 percent of all such cases 1n that 
year. Even more serious is the fact that in the one month 
of September 1993, the EEC successively assessed and 
collected final or temporary anti-dumping duties on 15 
of China’s product categories, something rarely seen in 
the EEC anti-dumping investigative history. In this 
January, the EEC again launched an anti-dumping inves- 
tigation into our export of woven cotton cloth, an 
important traditional product of China. Up to the 
present, the EEC has taken actions against our major 
export products including chemical products, pharma- 
ceuticals, household electric appliances, textile products, 
shoes and such processed products as barium chloride, 
potassium permangante, oxalic acid, metal silicon, sil- 
icon carbide, acetaminophen, color TV sets and bicycles. 


Since 1992, the United States has successively carried 
out anti-dumping investigations of numerous Chinese 
export products such as gui-er [4097 0059] acid, ball 
bearings, spring washers and paper clips. And such 
actions appear to be on the increase; only last November, 
the United States has begun anti-dumping investigation 
of our exports of pencils, silicon-manganese alloys, soy- 
bean powder, saccharin and garlic. 


The above is not all there is, for anti-dumping investi- 
gations into China's export products are becoming an 
issue of global concern. Since 1992, countries such as 
Japan and South Korea have taken anti-dumping mea- 
sures to restrict imports of Chinese products. Japan’s 
anti-dumping law has never been used in the 20 years it 
has been on the books, but its first use was directed 
against Chinese exports. The multilateral approach 
China takes toward foreign markets has affected [mar- 
kets] in Central and Latin Americas. In last April, 
Mexico launched major anti-dumping investigations 
into 10 major Chinese product categories, and concur- 
rently imposed temporary anti-dumping duties ranging 
from 16 to 1,105 percent on Chinese products, including 
products China has never exported to Mexico and prod- 
ucts Mexico itself does not produce. This action of 
Mexico is rare in the context of international trade. In 
the year before last, Argentina began anti-dumping 
investigation into our woven cotton cloth and, last year, 
into pencils and cigarette lighters. In addition, Argentine 
chemical manufacturers and businesses have accused 
China of dumping chemical products. In Brazil, 
domestic manufacturers of household electric products 
have asked their country’s Department of Industries and 
Commerce to investigate dumping of Chinese household 
electrical export products. Chile and Venezuela have 
started anti-dumping actions against our products such 
as textiles and clothing. El Salvador has also indicated 
uneasiness about the large influx of Chinese exports into 
its market. In addition, Denmark and Nigeria have also 
launched anti-dumping investigations into our export 
products. 


According to the statistics, China at present faces more 
than 150 anti- dumping cases abroad (not including the 





JPRS-CAR-94-042 
2 August 1994 


case in Mexico) involving our export products, and in 
recent years, almost every anti-dumping case involves 
some products of China’s foreign-funded enterprises. 
Many exports of foreign-funded enterprise are high-tech 
products such as color TV sets, computer hard disks and 
videotapes, etc. The above-mentioned investigations not 
only affect the confidence of foreign merchants handling 
distribution and sales of Chinese exports, they also 
dampen the foreigners’ enthusiasm to invest in China. 
Totally overlooked in these investigations, however, is 
the fact that because of low labor costs, the cost of 
production in China is lower, which is precisely one of 
the key factors which attracts foreign investment to 
China. Therefore, we do not discriminate against for- 
eign-funded enterprises just because of the possibility 
that they might withdraw their investment and tech- 
nology [due to anti-dumping actions]. Even more serious 
is the fact that American and EEC anti-dumping laws are 
applied retroactively, leading to the renewal of a 
common tax rate on all Chinese exports. In last July, the 
U.S. Department of Commerce declared that a high 
anti-dumping duty of 127.38 percent was applicable to 
Chinese export of nodular cast iron. In last September, 
the EEC Secretariat also imposed a uniformed 30.6 
percent duty on Chinese bicycles regardless of whether 
they were exported by state-owned or foreign-funded 
enterprises. The major reason the United States and EEC 
have refused to grant separate customs duty rates for 
foreign-funded enterprise products is their claim that the 
Chinese Government controls activities of such enter- 
prises. Although they grant that in China an economic 
transformation is taking place where a totally state- 
controlled economy is changing toward a partially mar- 
ket-oriented economy, they nevertheless consider that 
government control still exists in many aspects of eco- 
nomic life, and that government officials and others 
managing the economy are not fully cognizant of the 
extent to which effective laws and mechanisms are 
required for managing a market economy. 


Such actions of the United States and ECC undoubtedly 
create serious obstacles for foreign businesses to invest in 
China. Take the example of the bicycle case; the ECC 
considers that a separate custom duty rate for products 
of foreign-funded enterprises would be warranted only 
under two sets of circumstances: 1) that the state owns 50 
percent or less of all the shares in the enterprises; and 2) 
that the actions of foreign-funded enterprises do not 
require unanimous approval [of all shareholders]. This 
ECC action is not in accord with customary interna- 
tional practice. In this particular case, the China Bicycle 
Corporation (CBC) was seriously harmed, and its shares 
declined in value, seriously jeopardizing the interests of 
its main stockholder, the International Finance Com- 
pany. Because of this, foreign investors can limit what 
they invest in China or redirect their investments to 
Indonesia, Malaysia or other countries with market 
economies where they can obtain comparable economic 
benefits including a separate duty rate when confronted 
by dumping allegations. 
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2. Issues Facing Foreign-Funded Enterprises in Anti- 
Dumping Cases 


A. At present in China, no macroeconomic control is 
exercised over the direction of foreign investments; 
therefore after a foreign investment plan is approved, 
different localities are free to unilaterally increase the 
quantities of production and disregard any reasonable 
goal set by the foreign investment plan; this is bringing 
home troubles along with foreign investments, i.e. 
allowing foreign investors to produce in China products 
which are already subject to or will likely face anti- 
dumping actions abroad. This can mainly be seen in 
terms of the following: 


(1) Some foreign-funded enterprises, seeking to avoid 
their home market regulations, invest to produce the 
products here after gaining China’s approval. Such prod- 
ucts add very little value in China domestically, but after 
simple processing and with the label of made in China, 
the products are exported in large quantities through 
channels China has developed for its own exports. 


(2) Some investment projects involve products which 
already face anti- dumping actions abroad and, to avoid 
the anti-dumping duties, the foreign investors turn to 
produce them in China. The probability that such prod- 
ucts will also face anti-dumping actions later is very 
great. Because macroeconomic guidance and market 
information are lacking in our review and approval 
procedures, such investments end up being accepted in 
China. 


(3) Some investment projects are duplicated in different 
localities in China and their products reach a saturation 
point which ultimately results in price reduction; shoes 
are a good example of this problem. 


B. After anti-dumping cases are initiated, foreign-funded 
enterprises face numerous other problems in dealing 
with hearings on the cases. These can be seen mainly in 
terms of the following: 


(1) Failure to attend the hearings and inability to locate 
the manufacturers. Because anti-dumping proceedings 
are time-sensitive and have their special requirements, if 
the party accused of dumping does not show up for the 
hearings or submit documentation, the case is then 
decided on the basis of materials provided by the plain- 
tiff (this is the so-called BIA, a common requirement in 
anti-dumping laws of almost all countries). The failure to 
attend the hearings after anti-dumping cases are brought 
is to China’s great disadvantage, because the other 
party's allegation is frequently based on higher figures 
than the actual export sales or is without any factual 
foundation. Therefore, our side should take positive 
steps and attend the hearings, argue our case forcefully 
and strive to gain the most favorable duty rate. But it is 
regrettable that some foreign-funded enterprises, even 
though their products occupy a major market share, do 
not lift a finger when anti- dumping actions are 
launched, counting on their having a retreat route—of 
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redirecting their investments elsewhere. What is even 
more serious is that after anti-dumping action is insti- 
tuted, the concerned manufacturers are nowhere to be 
found, for manufacturers of such products as toys, ciga- 
rette lighters and shoes are simply too numerous. This 
has created a situation where everyone rushes in to 
compete when a market opens up, but when confronted 
by anti-dumping action, no one is willing to face up to it 
and ends up losing the market. 


(2) Without cooperating with other manufacturers in 
China, some foreign-funded enterprises unilaterally hire 
their own attorneys [to handle the cases]. Anti-dumping 
action is aimed at a specific product of a particular 
country, not at any particular manufacturer. Therefore, 
such action involves many common issues which require 
us to jointly engage attorneys to deal with them. This is 
particularly important since Western countries at this 
point do not consider China to be a market economy, 
and in responding to anti-dumping charges, a unified 
response including cooperation with the government is 
required. But today, when confronted by anti-dumping 
action, some foreign-funded enterprises would proceed 
unilaterally to engage their own attorneys without coop- 
erating with other manufacturers. That foreign-funded 
enterprises do take positive steps to attend hearings is 
certainly correct, but their unilateral hiring of attorneys, 
including those who are not specialists in foreign trade, is 
not acceptable. Lawyers need to specialize even more 
today, particularly in the highly technical issues of 
dumping, and these issues require handling by lawyers 
who specialize in foreign trade. The non-foreign trade 
specialist attorneys retained by foreign-funded enter- 
prises even include immigration attorneys and their 
handling of anti-dumping cases have resulted in such a 
big mess that the enterprises even turn around to sue 
their own attorneys. When a foreign-funded enterprise 
retains an attorney, the costs are shared by both Chinese 
and foreign partners, and yet the Chinese side cannot 
control the matter of retaining attorneys; even foreign 
chambers of commerce have no way of controlling this 
so that a lot of money ends up wasted in some of the 
cases with results which displease everyone. In the 
example of the EEC anti-dumping case on bicycles, the 
various foreign-funded enterprises engaged five law 
firms and the state-owned enterprises retained one law 
firm, making a total of six law firms, to work on the case 
which costs some $1 million in legal fees, and the results 
are still a mess. 


3. Countermeasures That Must Be Taken 


A. Macroeconomic considerations should be included in 
reviewing and approving foreign-funded enterprises. 
The anti-dumping issue should be one of the factors 
considered before any foreign-funded enterprises are 
approved. Investment projects should be strictly exam- 
ined to determine if the foreign investors intend to 
produce in China products which require only local 
assembly or processing of main components and parts 
made abroad. Investment projects which already face 








This report contains information which is or may be copyrighted in a number of countries. Therefore, copying and/or 
further dissemination of the report is expressly prohibited without obtaining the permission of the copyright owner(s). 























40 ECONOMIC 


anti-dumping actions abroad, or which seek to avoid 
regulations of their original places of production, should 
be denied; even when such projects are in the negotiation 
stage, attention should be paid to the possible anti- 
dumping question later. As for products which are 
already selling briskly in foreign markets such as shoes 
and toys, control should be built into these projects at the 
review and approval stage. 


B. Personnel charged with review and approval of for- 
eign-funded enterprises should be trained in anti- 
dumping laws and regulations to strengthen their profes- 
sional expertise and legal awareness in this area. 
Attracting foreign investment to China is our country’s 
basic policy; not paying attention to the anti-dumping 
issue not only will not attract good foreign investments 
but will also affect China’s own exports and at the same 
time harm the foreign investment environment. 


C. Personnel in foreign-funded enterprises should be 
trained not to sell below costs. If such a situation should 
develop, serious penalty should be handed out. 


D. After anti-dumping action is initiated abroad, per- 
sonnel in foreign- funded enterprises should take posi- 
tive steps to attend the hearings and also cooperate with 
other manufacturers in China. We should establish a 
rational system and put forth a unified position against 
the foreigners’ allegation. Foreign chambers of com- 
merce should play a coordinating role, and exercise a 
certain control function vis-a-vis actions of their mem- 
bers. Foreign-funded enterprises themselves should 
accept coordination and management by relevant parties 
and take conscientious and positive steps to attend 
anti-dumping hearings. 


In summary, we should give serious attention to the 
anti-dumping question faced by the foreign-funded 
enterprises, and establish correct guidance for enterprise 
investment, in order to protect the overseas markets of 
our exports, safeguard the foreign investment environ- 
ment in China, and strive to achieve even greater results 
in China’s utilization of foreign investment. 


U.S.-China Trade Statistics Differences Analyzed 


94CEOSS0A Beijing GUOJI MAOYI [INTERTRADE] 
in Chinese No 5, 15 May 94 pp 45-46 


[Article by Hu Shan (5170 3790), Beijing Electronic 
Instruments College for Workers and Staff: “Discrepan- 
cies Between Chinese and American Trade Statistics and 
the Way To Resolve Them”] 


[Text] China’s foreign trade has developed rapidly in 
recent years, amazing accomplishments having been 
made. However, statistical discrepancies with China’s 
major trading partners have become greater and greater, 
and the trend is toward further widening. Specifically, 
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the discrepancy between American and Chinese trade 
Statistics are most marked. This has seriously impaired 
Sino-American trade relations. 


1. Reasons for Discrepancies Between Chinese and U.S. 
Trade Statistics 


1. The Country of Origin/Country of Consumption Prin- 
ciple 


A United Nations book titled, /nternational Trade Sta- 
tistics Concepts says that trading partners may select nine 
different combinations of import and export statistics 
for trading partner countries. For imports, these include 
country of origin, country of departure, or country of 
purchase. For exports, they include country of consump- 
tion, country of destination, or country of sale. Nowa- 
days, whether because of the administrative needs of 
trade, convenience in keeping statistics, or force of habit, 
most countries follow the international practice of 
keeping statistics by “country of origin/country of con- 
sumption.” This method is indispensable to import 
quota control and enforcement of differential tariffs, as 
well as for trade protectionism. 


However, as international trade develops and entrepot 
trade increases year after year, the shortcomings of the 
country of origin/country of consumption method have 
become increasingly apparent. Using international prac- 
tice by which the country of origin serves as the country 
of import, and the ultimate consumer country serves as 
the country of export for statistical purposes, when 
China ships goods to the United States, China lists them 
in its statistics as exports to the United States. If they are 
shipped only to Hong Kong in the export process, the 
goods can only be listed in China’s statistics as exports to 
Hong Kong. If these same goods are subsequently 
shipped from Hong Kong to the United States, China has 
no way of knowing that, nor can it readily find it out 
from statistical source documents (Customs declara- 
tions). Furthermore, the statistical boundaries of one 
country cannot extend to another country or territory, so 
naturally China cannot list goods shipped to Hong Kong 
as exports from China to the United States. Similarly, 
when China imports U.S. goods through a third country, 
the United States cannot include the goods in its statis- 
tics for exports to China. Furthermore, since United 
States import statistics are based on country of origin, 
whenever goods are produced in China, they are listed in 
United States statistics as imports from China no matter 
whether they are imported directly from China or trans- 
shipped from Hong Kong. Clearly, the more Chinese 
goods transshipped through Hong Kong, the greater the 
discrepancy in statistics between the countries con- 
cerned. Let us compare the discrepancies between Chi- 
nese and U.S. statistics with the statistics that the Hong 
Kong Census and Statistics Department has published 
on the Hong Kong entrepot trade between China and the 
United States. 
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Statistical Table Showing Exports From China to the 
United States (Unit: $100 million) 

















1988 1989 1990 
American import statistics 83.8 119.9 152.2 
Chinese export statistics 26.8 33.7 38.1 
Discrepancy between Chinese 57.0 86.2 114.1 
and American statistics 
Hong Kong transshipment 55.5 84.5 104.7 
statistics 














The above statistics show the following: First, a substan- 
tial difference exists between the Chinese and US. 
statistics, and the difference is increasing by approxi- 
mately 40 percent each year. In 1990, the discrepancy 
between the statistics of the two parties was more than 
$10 billion. Second, Hong Kong’s transshipment statis- 
tics are close to the discrepancy between the statistics of 
the two parties. Thus, Hong Kong transshipments are the 
most fundamental reason for the difference between 
Chinese and US. trade statistics. 


It is particularly noteworthy that Hong Kong merchants 
value China as a raw materials market and the United 
States as a consumer market. Thus, they process mate- 
rials from China for transshipment to the United States. 
Statistics show that after processing, the added value rate 
for transshipped goods is more than 50 percent. Since 
this entrepot trade is under jurisdiction of a third 
country from which the country of origin receives no 
added benefit, and since the United States, which fol- 
lows the country of origin principle, lists the added value 
portion as a China export, this increases the United 
States’ unfavorable balance of trade with China. This is 
not reasonable. Hong Kong statistics show that the ratio 
between Hong Kong transshipments of Chinese products 
to other countries and Hong Kong imports from inland 
China has consistently been greater than | since 1990. 
Since Hong Kong itself consumes a certain percentage of 
goods of China origin (things such as fruits and vegeta- 
bles, fresh and live foods, and Chinese herbal remedies), 
clearly value has been added in Hong Kong to some of 
the goods (textiles and other processed goods, for 
example) from China that Hong Kong transships. 


2. Statistics Coverage 


The United States keeps statistics on all trade 
throughout the country. Goods entering the United 
States destined for free trade zones or bonded ware- 
houses are included in statistics. China, however, uses a 
special trade system in which goods passing through 
Customs are included in statistics. Goods stored in 
bonded warehouses are not included in statistics. Thus, 
America’s statistics cover a wider range of goods than 
China’s, which intensifies America’s unfavorable bai- 
ance of trade. 


3. Import-Export Time Differences 


China and the United States are separated by a vast 
ocean that takes a long time to cross. Goods leaving one 
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shore are immediately included as exports in the ship- 
ping country’s statistics, but only after their arrival on 
the other shore are they included in the receiving coun- 
try’s import statistics. Several months may intervene. 
This time difference creates statistical differences 
between both parties for any given period. Of course, 
over a fairly long period of time, the time difference has 
no substantive effect. 


4. Pricing of Imports and Exports 


China uses the CIF price (FOB price plus shipping and 
insurance) in import statistics, and the FOB price (free 
on board price) in export statistics. The United States 
uses the CIF price and the FOB customs price in its 
import statistics, and the FAS price (free alongside ship 
price) in export statistics. Therefore, the Chinese CIF 
price for imports, which includes shipping, insurance, 
and miscellaneous fees, is bound to be greater that the 
FAS price for exports that the United States uses. Sta- 
tistics show that shipping and insurance costs in trade 
between China and the United States amount to approx- 
imately 10 percent of the CIF import value. This also 
increases trade figures. 


5. Exchange Rate Conversion 


The exchange rates that China and the United States use 
for figuring the United States dollar value of other 
countries’ currency differs. China converts according to 
the uniform internal conversion rate that China’s State 
Administration of Exchange Control provides for the 
conversion of all currencies into United States dollars, 
while the United States converts at the actual exchange 
rate. This also creates statistical differences between the 
two countries. Of course, this problem will be brought 
under control with China’s reform of its foreign 
exchange system. 


2. Methods of Solution 
1. Coordination Between Governments 


Inasmuch as the “trade deficit” between China and the 
United States has become a fact that seriously hampers 
the development of Sino-American trade, as well as 
political relations, both China and the United States 
have adopted a positive attitude. Specifically, General 
Secretary Jiang Zemin conducted discussions and 
reached an understanding with President Clinton on 
bilateral political and economic issues when he visited 
Seattle to take part in the Asia-Pacific Economic Coop- 
eration Conference. 


In the future, we must also seize opportunities to present 
the facts, provide clear explanations, and emphasize the 
role of both Hong Kong transshipments and the value 
added through processing in Hong Kong in order to 
eliminate American misunderstandings. 


2. Increase Imports From the United States 


Even though Hong Kong transshipments and the pro- 
cessing in Hong Kong of goods imported from China 
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have increased China’s favorable balance of trade with 
the United States; nevertheless, the favorable balance of 
trade with the United States is also a reality. Since the 
United States bases its trade policies on Customs statis- 
tics, we should emphasize expansion of imports from the 
United States, ensuring a substantial increase each year 
to reduce frictions occasioned by America’s adverse 
balance of trade. Of course, China has already made 
substantial efforts to do this recent years. The United 
States is now China’s fourth largest source of imports 
after Hong Kong, Japan, and the European Union. In 
addition, each year China sends a large trade delegation 
to the United States to make purchases. In 1993, Com- 
rade Jiang Zemin also signed large import contracts with 
several large American firms. All these things fully show 
China’s sincerity. 


3. Change of the Country of Origin/Country of Consump- 
tion Principle 


Although bilateral consultation and increased imports 
from the United States play a definite role in improving 
Sino-American trade, they treat only the symptoms but 
not the root causes of the problem. The solution lies in 
working on shortcomings in foreign trade statistics them- 
selves. The “country of origin/country of consumption” 
principle, which was proposed 70 years ago, no longer 
suits the ever increasing development of the entrepot 
trade. Statistics on international trade should record 
both a nation’s imports and exports as well as make 
international comparisons possible. However the “‘coun- 
try of origin/country of consumption”’ principle does not 
permit international comparison of trade statistics; thus, 
it weakens the role of foreign trade statistics. Therefore, 
how each trading partner lists trade in statistics must be 
re-evaluated and new methods chosen. If the “country of 
departure/country of destination” principle is used, the 
goods exporting and importing countries can both make 
a record of each transaction so that if the importing 
country subsequently re-sells the goods to a third 
country, a record of this transaction between the 
importing country and a third country will exist. The 
statistical data of the third country will show the goods’ 
entire flow process. The import and export figures for the 
two previous transactions will be accurately recorded. 
The trade figures can be matched up to reflect accurately 
a country’s international receipts and expenditures. This 
will help international trade negotiations. Of course, use 
of this principle alone cannot satisfy import administra- 
tion needs. Used in conjunction with the country of 
origin/country of consumption principle, however, it can 
serve as a basis for drawing up trade administration 


policy. 
4. Use of Statistical Techniques 


As the third country entrepot trade increases, discrepan- 
cies in bilateral trade statistics have become a general 
phenomenon throughout the world. Every country is 
constantly working to solve this problem. For example, 
after negotiating for more than 20 years from a basis of 
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mutual benefit, the United States and Canada finally 
reached a consensus, which has become a model for all 
countries’ handling of bilateral trade. However, the 
United States and Canada have a common boundary 
line, and so do the United States and Mexico. It is easy 
for them to solve this problem. However, China and the 
United States have no common boundary, so inevitably 
large quantities of goods move through third country 
entrepot trade. Therefore, units concerned with statistics 
should devise a universal, simple method that will 
shorten the time required to solve such problems. 


Priority should be given to finding a solution for key 
trade commodities. The six major commodities that 
China exports to the United States are clothing, toys and 
sports equipment, telecommunications, power 
machinery, shoes, luggage, and freshwater and marine 
products. These six major commodities account for 
more than half the total value of China’s exports to the 
United States. Once statistical discrepancies for major 
commodities have been solved, problems with lesser 
commodities can be easily solved. 


In short, nations that have a large volume of trade and 
commodities that are traded in large volume must be 
analyzed to find underlying rules for the building of a 
scientifically rational system for figuring statistics and 
for eliminating separate calculations for hundreds of 
nations and thousands of different kinds of commodi- 
ties. This will permit earliest possible solution to discrep- 
ancies in the trade statistics of all countries. Naturally, 
such a huge amount of work cannot be completed 
overnight. It will require an arduous effort by foreign 
trade statisticians. The purpose of this article is simply to 
throw out some thoughts in the hope of provoking some 
effort. 


LABOR 


‘Pitiful’ Situation of Workers in Foreign 
Enterprises 

94CEOS555A Hong Kong TANGTAI 
[CONTEMPORARY] in Chinese No 38, 15 May 94 
pp 42-45 


[Article by Mu Ge (2606 2047): “Workers in Foreign- 
Funded Enterprises Suffer Beyond Endurance”’} 


[Text] Last year, a large fire in the Zhili Toy Factory in 
the Kuiyong district of Shenzhen killed over 80 workers. 
There were many reports on this event in the news 
media. This periodical also inquired thoroughly into the 
working conditions of workers, particularly those in the 
foreign-funded enterprises, to enable our readers to gain 
a better understanding of the pitiful situation of those 
workers. 


Is the Working Class Still the Leading Class? 


In the middle of March this year, two very extensive 
labor disputes erupted in Shenzhen, a city said to be in 
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the forefront of reform and opening up. In one, Chen 
Ming [7115 2494], plant director of Shenzhen’s Dong- 
fang Weiteng Clothes Factory, main plant, together with 
that factory’s drivers, a certain Hu and a certain Yang, 
and also a security guard, had badly beaten two brothers, 
Wang Yu [3769 6170] and Wang Yin [3769 6892], 
workers at the said factory. In the other case, 3,000 
workers had gone on strike because the manager of the 
Yongfeng Shoe Company in Songgang Township, Shen- 
zhen City, had, for no reason, withheld wages. The two 
cases had attracted much attention in the news media 
because they had occurred at the same time. Although 
these reports did not at all tell the whole story, they had 
made the Chinese people aware of the fact that the days 
of “the working class being the leading class” have long 
passed. 


In these few years, most Chinese labor disputes had 
erupted in the “opened-up” coastal regions, involving 
mostly foreign-funded enterprises and to a minor extent 
privately operated enterprises. According to incomplete 
statistics, during the period from 1983 to 1992, the total 
number of cases throughout China handled by the agen- 
cies in charge of handling labor disputes had exceeded 
one million, and in the two years since then, the ten- 
dency has been upward. Taking Guangdong Province as 
an example, the total number of labor dispute cases 
handled in 1992 throughout the entire province had been 
7,892, but in 1993 this figure was almost reached by the 
cases handled in Shenzhen alone. According to data in 
official reports to higher authority, during the period 
from January to October of 1993, the labor dispute 
agency in Shenzhen City had been contacted 21,000 
person-times by the general public, by letters, or by 
personal visits, or by submitting formal complaints, and 
the agency has had to handle over 5,000 actual labor 
dispute cases. The labor control agency had been con- 
tacted 7,100 person-times by letter or in person, and has 
had to settle 415 strikes. 


A Veritable Flood of Strikes Is Rushing In on Us 


Things are even worse in 1994. Whenever you enter the 
building of the Shenzhen Labor Bureau, any time in the 
morning from Monday to Saturday, you will see every 
office full of complainants. An official of the said bureau 
revealed that in the 10 days from | to 10 January alone, 
the said bureau had to deal with 378 complainants and 
160 letters. This official exclaimed with a sigh: “A 
veritable flood of strikes is rushing in on us.” 


Labor disputes of this kind are to be seen not only in 
places like Shenzhen, Zhuhai, and Xiamen, they have 
also occurred wherever there are foreign-funded enter- 
prises, in Beijing, Shanghai, Tianjin, Nanjing, Haikou... 


The serious employment situation in Mainland China 
needs no further comment. The government is willing to 
admit that the unemployment rate among the urban 
population had reached 2.6 percent by the end of 1993, 
and that it had reached at least three percent in 1994. 
With these unemployment difficulties among the urban 
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population, the only way for idle manpower in the 
countryside, where it affects half of the able-bodied 
youths, is to seek work abroad, while a few of them will 
also go to work in foreign-funded enterprises in “‘opened- 
up” cities along the coast. However, the consequence of 
the oversupply of manpower in China is not only that 
labor finds itself in an unfavorable position, but also that 
the relationship between capital and labor has become 
one of mutual mistrust and antagonism. 


Is It Heaven or Is It Hell? 


Whenever I went on an inspection right into one of the 
foreign-funded enterprises, I] had unconsciously the 
feeling that I had gone back to the primitive accumula- 
tion period of capitalism. There are 10 or more people in 
an utterly messed-up room, working hours are 10 or 
more hours, body-searches and other indignities, also 
beatings, can be expected at any time, and female 
workers are often victims of sexual harassment, etc., etc. 
For the peasant-workers, the foreign-funded enterprises 
are not at all heaven, but can rightly be called hell. 


According to the review of the situation by a person, who 
has worked for a long time in a labor bureau, mediating 
and settling labor disputes, labor disputes arise mainly 
for the following reasons: 


1) Delays in payment of wages or failure to provide 
treatment that is due to workers; 2) forcing workers to 
work overtime; 3) employers disregarding contract pro- 
visions, willful dismissal of workers; 4) physical abuse 
(beating, body-searches, sexual harassment); 5) heavy 
economic penalties. 


At the start of such labor disputes, a complaint will 
generally first be directed to the relevant department, or 
an appeal made to some news media, such as a news- 
paper office or radio station, to have them intervene and 
settle the dispute. If they are nut promptly settled, labor 
disputes will frequently lead to very big trouble. For 
instance, in the case of delays of wages at some foreign- 
funded enterprises in the Bao’an and Henggang districts 
of Shenzhen, the workers complained for a long time 
without achieving a settlement. They then stormed the 
factory, looted its products, and burned down the factory 
buildings, turning this affair into a major incident. 


Are Factories Prisons and the Workers Prisoners? 


From the 14th to the 16th of March this year, over 3,000 
workers of the Taiwan-financed Yongfeng Shoe Com- 
pany, Songgang Township, Shenzhen City, went on 
strike because the manager, for no reason at all, cut down 
workers’ wages. Before that happened, the said factory 
had been ordered by the Shenzhen Labor Bureau to 
effect some readjustments within a set time limit, as it 
had, on its own, hired too many workers, had forced 
workers to work overtime, and had reduced overtime 
pay. However, the manager, coming from a very wealthy 
Taiwanese enterprise, being well aware of China’s need 
of foreign capital, also having personally met with Jiang 
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Zemin and Li Peng, thought himself an “outstanding 
personality,” therefore refused to comply with the order 
from the Labor Bureau. To the contrary, he became even 
more obstreperous, reduced workers’ wages (on the 
average somewhat over 100 yuan), and this in the end 
was the cause for the present strike to break out. 


No final conclusion has yet been reached in the 
Yongfeng case (there are differences of opinion as to the 
amount of fine to impose; some officials are pondering 
the political implications), but people in the know have 
revealed that if Yongfeng does not change factory rules, 
there will sooner or later be more trouble, because the 
way the factory is managed it is like a prison. For 
instance, workers are not allowed to leave the factory 
grounds for the whole day, after work workers are not 
permitted to visit each other at home, and no conversa- 
tion is allowed during meals. Movement when coming to 
work or leaving work, entering or leaving the dormito- 
ries, must be along marked pathways. Deviating from 
the pathways is punished by having to remain standing 
or by a fine. In a letter of complaint sent by one of the 
said company’s staff to the relevant department of the 
city government, he wrote that they are obliged to walk 
everyday along the prescribed pathway. ‘Alongside the 
pathway, there are several circles, as large as well-lids, 
and these are there for the corporal punishment of 
workers; for instance, if any one of them would violate 
factory rule, he would have to stand in the circle as 
punishment.” 


As we understand, Taiwan-funded enterprises all have 
this problem of too harsh a factory discipline and too 
harsh factory regulations. According to regulations at 
one foreign enterprise in Nanhai City, workers are even 
less treated like human beings. Workers are strictly 
forbidden to speak when at work. Any violator will have 
to wear a large black tablet and stand at the entrance to 
the stairway for a certain number of days, thus exposed 
to the public. Seeing “factory disciplines” and “factory 
regulations” like this, makes one wonder whether these 
are after all factories, or are they prisons and their 
workers prisoners? 


In the state-run enterprises in China, being a worker— 
apart from working for low wages—is an easier life, but 
once working in a foreign-funded enterprise, every Chi- 
nese will become aware of the meaning in the saying “‘as 
a worker, you don’t amount to much.” 


Female Workers Are Forced To Undress for 
Body-Search 


On 10 October 1993, it happened at the Donggang 
Jewelry Company in Shanghai that a worker in the gold 
processing department through her carelessness lost a 
platinum ring of 5.5 karat, which, after searching every- 
where, could not be found. The chief manager of the 
company organized a search in the workshop, but after a 
search of over three hours the ring was still not found. 
The chief manager then ordered male and female staff 
and workers, in separate groups, to undress and submit 
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to examination, also ordered three female employees to 
body-search the female workers. At the search, female 
workers had to take off outer garments, shoes, unbraid 
long hair, had designated staff pull and shake their inner 
garments, bras, and check their pant pockets and hand- 
bags, also their long hair. During this two-hour body- 
search, 13 female workers were searched one time, five 
female workers were searched twice, and Cai Jumei, an 
18-year old female worker, was searched four times. Cai 
said it was her “period,” but she was still forced to take 
off all her inner garments to be searched. 


In Tianjin, an entirely South Korean-financed enterprise 
had 1,300 female workers but provided one toilet with 
only 10 places to squat, thus only one place per 130 
women. Factory rule allowed only one minute for use of 
the toilet, every extra minute was fined one yuan. In the 
simple factory huts—boiling hot in summer, freezing 
cold in winter—the workers, apart from several times 
larger work quotas than in Chinese enterprises, had to 
work two to three hours overtime every day, while 
monthly wages remained at somewhat over 100 yuan. If 
too slow, they were fined by a staff, who are not natives 
of Tianjin, by having to remain in a kneeling position 
with both hands to the head, and if only slightly 
unwilling, they were violently kicked in the leg and thus 
forced to kneel down. 


When a labor dispute erupted in a knitting mill in 
Dongwan City because of delayed payment of wages, 
some managerial personnel beat up seven workers from 
Hunan, inflicting serious injuries. The workers, there- 
upon, went into the street to demonstrate, also phoned 
the Hunan provincial public security bureau to send 
someone to settle the matter in a fair way. Incidents like 
this are too numerous to mention. 


ean wenn Hours as Rarely Seen Anywhere in the 
Ww 


In numerous foreign-financed enterprises, overtime 
work has already become the rule. The bosses, who are 
not natives of the locations in question, have no respect 
at all for the labor contracts or for relevant state regula- 
tions, care little whether the workers live or die, and all 
this leads to extremely acute conflicts. 


In a certain factory in Shenzhen, two female workers had 
to stay at their production lines continuously for two 
days, working until 0400. On the next day, they had 
again to work their regular shifts, starting at 0730. 
Finally, they just collapsed completely exhausted. To 
avoid dismissal, they painfully got up and worked 
another 100 hours overtime, as they would otherwise 
have lost their basic pay. A 20-year old female worker 
had started working at the factory a little over one year 
ago, and because of her youth had firmly stuck it out. 
One time, when she had worked overtime for several 
days, she felt very dizzy and had a severe headache, and 
simply could not go on working. She told her boss that 
she did not want to work overtime, but had hardly said 
so, when the Korean overseer cuffed and kicked her till 
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her face was all bruised and bloody. According to a 
sample survey of 105 foreign-funded enterprises in 
Guangzhou, apart from three enterprises that worked in 
three shifts, all worked with overtime. The longest over- 
time of any staff or worker was 36 hours of continuous 
work. Some enterprises had no holidays or rest days 
continuously for 11 months. It was not a rare occurrence 
that a female worker collapsed at her work-place, 
because of exhaustion due to too much overtime. The 
survey revealed that only 13.9 percent of the staff and 
workers voluntarily worked overtime to earn more 
money. 


The advantage of working in a foreign-funded enterprise 
is that wages are higher than in Chinese state-enterprises. 
However, a careful scrutiny will show that with all the 
various forms of deductions the “high salary” exists in 
name but not in reality. Many factory directors made it 
part of factory discipline or of factory regulation that 
falsely punching the card costs two days wages, going to 
the toilet without exit and entry permit costs one day’s 
wage. Those who refuse to work overtime are considered 
and punished as absent from work without leave or good 
reason, and absenteeism is punished by deducting two 
days wages for each day absent and no bonus for the 
whole month. For dozing off at work 10 yuan are 
deducted the first time, 20 yuan the second time, and the 
third time it means being fired. With all these deduc- 
tions, the workers really do not get that much more. 


Wages Are Five Yuan Per Day Below the Standard 
Wage 

The Huahui Toy Factory in Zhuhai City, a Chinese- 
foreign joint venture, has been contracted by a Macao 
businessman since 1989. From then on until December 
of 1991, the factory had misappropriated over 1.4 mil- 
lion yuan by taking illegal cuts on workers’ wages. Of this 
sum over 250,000 had been cuts from wages for regular 
shifts, 1.16 million yuan from overtime pay, and almost 
40,000 yuan by kicking workers out for alleged absen- 
teeism. Apart from taking these illegal cuts on wages, 
some enterprises completely disregard the relevant legal 
provisions of the Chinese Government and lower their 
own pay rates to very low levels. For instance, the daily 
wage in the Kaida Company, an enterprise in the Shekou 
Industrial Zone of Shenzhen with over 1,300 staff and 
workers, is only 5.5 yuan, which is 11.2 yuan below the 
1993 standard minimum wage. When the Bida Shoe 
Company on Hainan was recruiting, it required a deposit 
of 100 yuan from each new staff or worker, and when the 
factory will have finished with him and fire him, they 
will still not refund him his deposit. In its two years, the 
factory has discharged over 2,000 workers and in this 
way misappropriated over 20,000 yuan of workers’ 
deposits. Employees and workers in many foreign- 
funded enterprises receive no remuneration at all for 
overtime. Factories will regularly use the excuse that 
sales are down and money is tight to cease or delay 
paying wages. For instance, November 1992, when the 
manager of the Yongshunyu Clothes Company of Shen- 
zhen was owing 210,000 yuan in wages and deposits for 
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2,450,000 workers, he absconded to Hong Kong, never 
to come back. In 1993, the Jingdu Silk Garment Com- 
pany of Shenzhen owed 450,000 yuan workers’ back-pay 
for four months; the Dalian Silk Garment Company of 
Shenzhen owed workers’ wages for February to April 
1993. During the four months that an enterprise in 
Dongwan was in business until it went into liquidation, 
the workers only have had the benefit of free food and 
lodging, but never received a cent, and that was the 
reason for the 300 workers going on on strike. 


Apart from owing the workers back-wages, managers of 
some foreign-funded enterprises try to save as much 
capital investment as possible by not providing the 
necessary equipment, a fact which is cause for frequent 
accidents. 


When a Hong Kong-financed metal-parts plant in the 
Xili Industrial Zone of Shenzhen had left its punching 
machine without protective equipment, five accidents 
occurred within one week of workers cutting off their 
hands. The manager of those plants would still not take 
remedial action until a further two accidents of the same 
kind had occurred. The seventh worker to whom this had 
happened filed a complaint with the relevant labor 
department of Shenzhen City, which then ordered the 
manager to make adjustments at the machine, where- 
upon the manager left unceremoniously to start another 
plant in Dongwan. 


In a foreign-funded toy factory in Zhuhai, 11 female 
workers reported serious dizziness and headache during 
the period from 16 January to 16 February 1993. The 
hospital, where they had gone for examination and 
treatment, could not establish the cause of the illness, 
and in a few days three of them died. It was later found 
that their death was due to exposure to noxious lacquer 
used in the production. 


Unexpected Frequency of New Industries of the Kind 
Where Workers Lose Hands and Fingers 


The following data will provide people throughout the 
world with a glimpse of the working and living condi- 
tions of employees and workers in foreign-funded enter- 
prises in Mainland China: 


A foreign-funded watch and clock trading company in 
the Bao’an District of Shenzhen has on a space of 150 
square meters a clothes processing plant, a retail store, a 
warehouse, offices, and siaff and workers dormitories. 
The working environment for staff and workers is pretty 
awful, and electric wiring as well as installation and use 
of other equipment are inn serious violation of regula- 
tions. Every three electric garment working machines use 
a single on-and-off knife switch, a serious hidden danger 
apt to cause accidents. The attic upstairs, partitioned off 
by not even one meter high wooden boards, is living 
quarter for 16 employees. They have to bend down to be 
able to crawl into their dormitory. On !1 November 
1993, the electric motor of the border lockstitch machine 
was running too long, the heat burned out the electrical 
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condenser, which in turn set cloth material on fire and 
eventually caused a big conflagration. The staff and 
workers living in the attic had difficulties crawling out 
and several were badly burned. 


In 1993, at the East China Regional Conference of Labor 
Dispute Mediation Agencies, the representative of 
Fujian Province revealed that in a certain foreign-funded 
enterprise in Fujian with less than 200 workers, 26 
workers had lost either hands or fingers during only one 
year of operations. At the Youxiang hardware factory in 
Shenzhen, 20 out of a total of somewhat over 100 
workers had regretfully lost fingers. 


The above examples are merely “open” cases, seen 
randomly in various reports. It is difficult to know how 
many other labor disputes and accidents involving for- 
eign parties have occurred, cases which are not made 
public out of consideration for the “investment atmo- 
sphere” and “political implications.” As to sexual 
harassment cases, they are even more frequent. The 
various local governments keep very quiet about them 
and avoid any discussion about them. 


In the Eyes of Foreign Businessmen, Workers Have No 
Rights To Speak Of 


Workers run into all kinds of difficulties when they try to 
protect their legitimate rights and interests. In an enter- 
prise in Huizhou, its over 600 workers were dissatisfied 
with the excessively low wages and demanded higher 
wages. The factory refused and threatened to dismiss the 
workers, whereupon the workers went on strike for two 
days. As a result, the enterprise one night dismissed all 
these 600 workers, and the next day started to hire 
another batch of 600 workers. 


In the eyes of some of these foreign businessmen, 
workers have no rights to speak of. Many foreign-funded 
enterprises have in fact established labor unions, but 
they turned the labor unions into nothing more than a 
kind of “decoration.” Executive posts in these labor 
unions are frequently held concurrently by heads of the 
personnel or administrative departments. Should a labor 
dispute arise, the executive officers of the labor union, 
fearing for their own “rice bowls,” will take the side of 
“capital.” If this is not the case, any result that would 
uphold justice would be killed anyhow. Under current 
conditions it is actually quite impossible to safeguard the 
rational rights and interests of the workers by merely 
relying on the labor unions. 


Labor disputes in foreign-funded enterprises have been 
occurring all the time since the 1980’s. The reason why 
they have become increasingly sharper has very much to 
do with the “patronizing” attitude of officials prevailing 
all over China. In recent years, whenever a labor dispute 
erupted, some local official will take the stand of capital 
and speak for the capital side, and will even consider it 
an honorable thing to do so. Allowing some foreign 
businessmen to do what they would not dare do in their 
own territory or country, and allowing them to do it 
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quite brazenly, not only once but again and again, has 
very much to do with the all-out support and unprinci- 
pled protection by these local officials. One cadre of the 
Guangdong provincial labor bureau even revealed that 
he was told by a cadre from Huizhou: Don’t let the labor 
agency intervene too much; what if that would frighten 
away the foreign businessmen? 


“Whoever has flesh will sell flesh; whoever has blood will 
sell blood.” 


People who behave too irresponsibly in their “great 
eagerness to protect foreign investments” are justly 
under suspicion that they are additionally involved in 
some “personal investments” by the foreign busi- 
nessmen. Quite a few affairs of this kind have become 
revealed in the rather lukewarm “anti-corruption strug- 
gle,” and nothing more needs to be said about it. China 
is presently already in an era of a downward spin, where 
“‘whoever has flesh will sell flesh, whoever has blood will 
sell blood,” but then again how many persons of power 
and influence will stop to think earnestly about the 
amount of blood and tears that has drenched the “red 
gift packages” that have passed between them, the blood 
and tears of our working lads and working sisters? 


POPULATION 


Problems of Enforcing Family Planning Laws, 
Regulations 


94CE0542B Beijing RENKOU YU JINGJI 
[POPULATION AND ECONOMICS] in Chinese No 83, 
25 Apr 94 pp 23-24 


{Article by Song Jianhua (1345 1696 5478), Family 
Planning Committee, Nanping Prefecture, Fujian Prov- 
ince: “Thoughts on the Management of Family Plan- 
ning’’} 

[Excerpt] 1) Primary and secondary relations have 
become reversed. Family planning means bearing chil- 
dren according to plan. I discovered in my investigations 
that a considerable number of leading cadres at the basic 
leve! have only vague ideas about the management of 
population planning, and when evaluating the achieve- 
ments in family planning of a certain district, they draw 
conclusions not from the full completion of population 
planning work, but rather from the fulfillment of the 
“four skills task,’ and they will, furthermore, make these 
the total content of family planning. Ordinarily, 
emphasis is only placed on the “four skills,” which are 
really only a contradiction of secondary importance, 
while the contradiction of primary importance, the plan 
norms for population control, are being neglected. They 
were especially most important leading cadres in the 
townships and villages who would plead ignorance 
whenever asked about the various current year norms 
supposed to have been transmitted to them by higher 
ranking authority. Because of the reversal of primary and 
secondary relations, the situation in the performance of 
concrete work has now become one of “four importants, 
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four unimportants,” namely: important: the rate of 
progress in the “four skills,” unimportant: the plan 
norms; important: aggressive assault-type action, unim- 
portant: sound work at the grass-roots; important: 
“remedial measures” following pregnancy, unimportant: 
issuing permits before pregnancy occurs; important: alle- 
viating the superficial symptoms, unimportant: getting 
at the root of the problem. 


In one-quarter of the townships and towns throughout 
the entire region births are generally not controlled by 
plan, and the principles are there to “first get the baby 
born and then get the permit” and “first get pregnant 
and then get official approval.” Some townships and 
towns have expended a considerable amount of man- 
power, material, as well as financial resources, but since 
they had no clear idea of the annual population plan, the 
population plan norms were in the end exceeded, and 
extra-plan births could not be stopped, so that a whole 
year’s hard work had been become wasted. 


2. Management of population control is still at the stage 
of an extensive mode of management, as manifested in 
the following: 


1) Because there are no fixed rules governing births in 
their districts, some counties and cities, when compiling 
their population plans, use a method of balancing out 
norms, which they will then transmit to subordinate 
agencies to fulfill. That means actually that they base 
computation of the absolute figures of their norms for 
the birthrate and for the natural population increase 
rate, which they transmit to their subordinate agencies, 
on the total population of each township and town and 
on the control figures for each year’s birthrate. Practice 
has proven the obvious irrationality of this method. For 
years, the annual births prescribed in the plans trans- 
mitted to subordinate agencies had by far exceeded the 
number of births that would have been in conformity 
with the population policy, and this has given the people 
the wrong impression as if extra-plan births have been 
legitimized. Secondly, the proportion of women of child- 
bearing age within the population structure differs in 
different places, this results in a state of things in the 
various units where we find no norm prescribing the 
births that should occur and only a norm for births that 
should not occur. 


2) The basic figure used in the compilation of the 
population plan takes as basis the number of women in 
the locality concerned, which is at variance with the 
reality of the marriage situation in this area. According 
to marriage customs in the rural areas of this district, it 
is mainly that the main emphasis is placed on men 
getting married. It is an objective fact that there are more 
men than women. The main reason is that the improved 
economic conditions in the rural areas of this prefecture 
has attracted a large number of women from Sichuan 
and Guizhou, who came to this province to find a 
husband and settle down. According to incomplete sta- 
tistics, there had been as many as over 26,500 such 
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women during the period of the Seventh Five-Year Plan, 
and in the one city of Jianou alone, there had been 
around 4,500. Because the census registration cannot 
keep up with what is demanded of it by the current 
family planning administration, over 70 percent of the 
women from outside Fujian Province have not yet in due 
time been registered for residence, thus causing a gap 
that affects the compilation of the plans, and all these 
women are of best child-bearing ages. Over 85 percent of 
them will have their first child within the first five years 
of marriage, and over 45 percent may also have their 
second child, completely contrary to the purposes of 
population planning. 


3) When compiling the plan, the family planning factor 
was overestimated, and seldom was any margin allowed. 
When determining where responsibilities lay, little 
thought was given the particular local condition of 
family planning work, too diverse and too many things 
were included in the assessment norms, causing much 
emotional stress to leading cadres and population con- 
trol cadres, as they are anxiously trying to satisfactorily 
pass examinations by higher authority, while in all this 
no down-to-earth work is being performed. In places 
with a poor foundation for population control work, 
utmost efforts will still not achieve fulfillment of the 
plan, and people will resort to deception, which will turn 
the responsibility system into a mere formality. 


4) Administrative personnel in charge of population 
control at the grass-roots are poorly educated and abso- 
lutely incompetent. With enhanced population control 
work, ever higher demands will be made on population 
control cadres. The full-time personnel in charge of the 
127 administrative villages of our district have been 
recruited from among the peasants. They have ample 
experiences in assault-type actions in family planning 
and in ideological mobilization of the population in the 
child-bearing age groups, but their grasp of scientific 
methods of family planning is quite inadequate. In 
particular, they have not studied the fundamental theory 
of population control management, have also not been 
specially trained for their positions, and are quite unfa- 
miliar with plan management. They will blindly busy 
themselves with the fulfillment of the population plan, 
just registering how many births there had been, unable 
to forecast, unable to regulate, unable to appropriately 
fix birth quotas based on the actual circumstances, 
merely working strenuously and with a passive attitude 
on the fulfillment of the plan. 


5) Births to fully conform to the childbirth permits 
issued is merely a general appeal, there is much subjec- 
tive freedom of action here, and there are no supple- 
mental measures. In recent months, I have visited 18 
administrative villages of some counties (cities) and 
found, after familiarizing myself with the conditions of 
childbirth permits and childbirths there, that only in 
seven of the administrative villages births were in con- 
formity with the times marked on childbirth permits that 
had been issued. As to the other 11 administrative 
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villages, in five of them permits were issued after the 
child was born, and in six of them approval was given 
after pregnancy had occurred. In seven of these non- 
conforming administrative villages, base numbers and 
numbers of persons were not clearly listed, and it was 
also found that there were no arrangements for “birth- 
blank” months. In my conversations with leading cadres 
in the villages and with village personnel, I learned that 
a considerable number of population control cadres in 
townships and towns were rather indifferent as to the 
concept of births to be covered by childbirth permits, 
and they were not including population control work in 
their regular daily work schedule. They consider that the 
key to family planning is, not allowing births that would 
be contrary to policy, that the issue of childbirth permits 
is a superfluous formality, and that by its sheer volume 
this task is beset with many difficulties. If higher 
authority really insists on the issue of permits, it still 
would not be too late to make up permits after births had 
occurred. Because no appropriate measures are taken to 
effectively handle the issue of childbirth permits, this 
work is done only perfunctorily to satisfy examinations 
by higher authorities, and the purpose—family planning 
first and births to follow the plan—is not being achieved. 


3. In the process of implementation, a difference of 
opinions has arisen, namely whether births should take 
place in accordance with the policy or in accordance with 
the plan. Some comrades believe: “family planning is 
only a matter of watching out for extra-plan births, then 
everything is just fine,” “what is all this fuss about 
planning or not planning, if births conform to the policy 
then they are planned,” “as long as births will only 
conform to the policy, they are within plan, even without 
permits.” The situation at one time was that regardless 
of arrangements in the plan, births were considered 
permissible as long as they conformed policy. Many 
major leading cadres in the rural areas understood the 
leading ideology of population control to be to have as 
few births as possible, and this without regard for the 
proportion of women of child-bearing age and without 
regard for the realities of family planning work in the 
locality concerned. Because they were full of uncertain- 
ties about population control, some, on the one hand, 
included a surplus of cases in the plan norm, and, on the 
other hand, had people remove all the first-birth cases, 
which conformed to policy, from within the plan norm. 
The new situation is now that following reform and 
opening up, and following revitalization of the economy, 
the number of women who are allowed to give birth 
during the year according to plan is not reduced, but that 
some who are on the index of permissible births during 
the year do not intend to give birth, some do intend to 
give birth but do not apply for permits, while definitely 
wanting to give birth, and after having been placed on 
the index cannot make up their minds one way or the 
other. It is not that these women will remain childless all 
their lives, but they want to decide in their own good 
time when to give birth, a state of affairs which may 
result in an accumulation of births in a certain year, and 
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in human-caused high peaks or deep valleys of births 
during a certain year, which is not family planning, but 
rather natural procreation. 


AGRICULTURE 


Developing Hunan Hog Output 
94CE0582B Changsha HUNAN RIBAO in Chinese 
1 Jul 94 p 6 


[Article by Yang Youhua (2799 0642 5478): “Deputy 
Director of Provincial Animal Husbandry Bureau on 
Developing Hunan’s Hog Production” 


[Text] We still have the advantage and our prospects are 
good. However, we are faced with a challenge, said Luo 
Yunquan, deputy chief of the provincial bureau of 
animal husbandry, when he commented on Hunan’s hog 
production during an interview he gave our reporter. 


Deputy Director Luo pointed out: In the past two years, 
Hunan’s hog industry has developed rapidly with the 
best economic results. The output value in hog-raising 
accounted for 78 percent of the total output value of the 
livestock breeding industry. Hog-raising has played an 
important role in Hunan’s agricultural production. This 
year, Hunan has maintained a steady growth in hog- 
raising. The province is expected to have 18.9 million 
hogs during the first half of 1994, up 5.5 percent over the 
same period last year. There will be a steady growth in 
pork production. According to statistics compiled by 
urban markets in 35 counties (cities), the hog purchasing 
price and the average pork market price in May were 
5.16 yuan and 7.96 yuan per kg respectively, up 26.2 
percent and 26.1 percent over the same period in 1993. 
Due to the extremely low pork inventory, the hog price is 
expected to increase to a certain extent. In addition, 
markets in Guangdong and Guangxi which consume one 
quarter of Hunan’s hogs give a steady impetus to 
Hunan’s hog production. It is reported that the markets 
in Guangdong and Guangxi will maintain a trend of 
steady growth in the next four or five years. Moreover, 
Hunan’s exports to foreign countries are expanding in 
each passing day. It is true that there is a bright prospect 
for hog production in the province. 


Nevertheless we are also faced with an unprecedented 
challenge. The governments at all levels are providing 
less support to hog-raising. Since 1990, the amount of 
funds to help raise lean meat-type hogs had dropped 
from 2 million yuan to 1.5 million yuan per year. Funds 
for hog immunization are on the decline every year. 
Particularly since the reform of the financial and tax 
system this year, the authority to levy the tax on slaugh- 
tering livestock has been delegated to the county (city) 
level. This has greatly reduced the services in support of 
hog production, which were originally provided by the 
province. Meanwhile some localities reduced funds in 
support of hog production because of their tight financial 
situation. This is one aspect. Even more damaging is the 
drastic price increase for fodder, which greatly reduces 
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profits in hog-raising and dampens hog-growers’ enthu- 
siasm in raising hogs. According to statistic compiled in 
Yuanjiang City in May, the prices for four types of 
fodder—rough rice, millet, wheat bran and fish meal— 
rose 60 percent, 38.6 percent, 37.3 percent and 21.8 
percent respectively over the same period in 1993. The 
prices were also considerably higher than those in April. 
The price of fodder is expected to continuously rise, 
while peasants’ profits in hog-raising will drop. 

Due to the fact that peasants are earning less in raising 
hogs, this year’s hog production is not so optimistic. The 
rate of growth in hog raising is slowing down. The 5.5 
percent growth rate during the first half of 1994 is greatly 
lower that in the same period in 1993. Also, many 
peasants’s sties are now empty. Moreover the price for 
piglets has also dropped. The average price in Hunan for 
piglets was 6.14 yuan per kg in May, down 8.6 percent 
over the same period in 1993. It is for this reason that 
sows are being slaughtered in some localities and that 
there are less young hogs to fill the sties. We must pay 
attention to this situation. 


Deputy Director Luo pointed out: The challenge comes 
from the market. The method to meet the challenge is 
also in the market. That means that we must quicken our 
pace in increasing our market competitiveness and try 
our best to attain better economic results in hog-raising. 
For this, we must carry out our work well in the following 
aspects. We must try one thousand and one ways to 
improve market circulation. Particularly we must 
expand exports through multiple channels, further 
improve the quality of commercial hogs, and raise more 
lean meat-type hogs. We must disseminate the tech- 
nology of using compound fodder to raise hogs. While 
helping the factories to make full use of their existing 
production equipment to produce fodder, various local- 
ities should study their local resources to come up with 
the best fodder recipe, and form streamlined production 
lines. While ensuring the implementation of the relevant 
policies worked out by the provincial government, var- 
ious localities should take some money out of the com- 
prehensive farming funds to support hog-raising. This 
money should be mainly used to improve hog breed, 
produce and supply more fodder and set up a system for 
the prevention of epidemic and hog diseases. To prevent 
epidemic and treat hog diseases and to do a good job in 
raising lean meat-type hogs are the two important 
aspects in developing hog production and increasing 
market competitiveness. In the report on a special inter- 
view with regard to the development of livestock 
breeding in Hunan which was carried in this column not 
long ago, Deputy Director Luo had elucidated the two 
subjects in detail. What we like to point out here is that 
whether or not we can achieve better results in these two 
aspects depends on the efforts of the local governments 
in various localities. 


Article Views Mechanization of Food Industry 


94CE0581A Beijing JIDIAN RIBAO in Chinese 
29 Jun 94 p 3 


[Article by Tian Peilin (3944 3099 2651): “Food and 
Packing Machines Develop Rapidly”’] 
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[Text] Food processing and packing machines form a 
new army in China’s industry. With the deepening of the 
reform and opening-up program in recent years, it has 
made rapid progress. It is approaching or has reached the 
same standards of similar products abroad in terms of 
quantity, variety and quality. It plays a significant role in 
continuously enriching and improving people’s living 
standards. 


At present, 3,375 enterprises and 220 scientific research 
institutes including 44 professional ones are manufac- 
turing food processing and packing machines in China. 
Their products are of 40 categories and over 3,000 
varieties. According to surveys conducted in Jiangsu, 
Zhejiang, Shanghai, Shandong, Liaoning, Fujian and 
Guangzhou, the total output of such machinery in these 
seven provinces and cities between January and April 
this year amounted to 6.1 billion yuan, and the manv- 
facturing enterprises turned taxes and a portion of their 
profits to the state treasury totaling 480 million yuan. It 
is estimated that the industry’s output value will reach 
15 billion yuan and it will pay tax and a portion of profits 
totaling 1.3 billion yuan to the state this year. 


The food processing and packing machines are being 
extensively used throughout the country, and they have 
developed rapidly in recent years. After summing up our 
past experience, we have realized that in the future we 
still need to pay attention to the following tasks: 


Energetically establish new ties between factories and 
scientific research institutes to continuously develop new 


technologies and new products and keep pace with the 
changes on the market. 


One of our important tasks is to help enterprises apply 
the results of the large number of research projects of the 
scientific research institutes in production. According to 
surveys conducted in the aforementioned seven prov- 
inces and municipalities, there are 77 new technologies 
and products which are jointly developed by research 
institutes and colleges and factories. For example, the 
Nanfang Food Machinery Factory in Wuxi City, Jiangsu 
Province, and the Wuxi Light Industrial Department 
have joined efforts in doing research work and installed 
38 production lines for baking and cutting biscuits by 
rollers and for packing instant noddles in bowls or plastic 
bags. These machines have doubled output, and their 
annual production value exceeded 80 million yuan. The 
Beijing Commercial Machinery Research Institute and 
the Sichuan Guanghan Food Machinery Factory joined 
their efforts in developing and improving the sausage- 
making machines which are able to manufacture sau- 
sages of different flavors and more than doubling the 
production efficiency. Many enterprises adopted new 
technologies to improve their recipes and packing 
methods. They are now capable of producing 1.5 billion 
“P.E.T.” food containers a year. 


Change in the way enterprises operate, continuously 
improve management, become market-oriented 
and adopt a quota system for production and marketing. 
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In recent years, food processing and packing machines 
are always growing with a rate of 20 to 30 percent. 
Important reasons for this are: A large number of enter- 
prises attach importance to transforming their own 
mechanisms, enterprise transformation centers on the 
market, products change according to the market, and 
workers perform in accordance with the market. As a 
result, they have made greater profits. According to 
surveys conducted by the abovementioned seven prov- 
inces and municipalities, there are 21 enterprises whose 
annual output value exceeds 80 million yuan each. For 
example, the Fushan Packing Material Company in 
Guangdong expects its annual output value to reach 500 
million yuan this year. The annual output value of the 
Jingshan Machinery Plant in Hubei amounted to 160 
million yuan. With the continuous development and 
improvement of the market economy, enterprises must 
constantly improve their own internal mechanism. This 
is the basis on which they establish themselves. 


Attach importance to information, make full use of all 
means for sales promotion at trade fairs and keep track of 
all market changes. 


In order to make their products readily marketable, 
various enterprises pay full attention to information 
collection and enthusiastically attend the various trade 
fairs and exhibitions sponsored by the state. According 
to statistics, the sales volume at the fairs sponsored by 
the China Food and Packing Machinery Industry Asso- 
ciation reached 120 million yuan at the maximum. It was 
about 20 million yuan at the minimum. The number of 
enterprises which showed new technologies and products 
at the fair was between 130 and 300. For example, the 
Guangzhou People’s Machinery Plant has never missed 
a chance to attend any fair. It shows its own products 
while paying full attention to production quality. Its 
sales are going up as well as its market share. More than 
60 percent of the machines in the country which produce 
instant noodles are manufactured by this plant. Right 
now, more than 1,000 such machines are in use 
throughout the country. 


In order to continuously improve production quality, 
develop new technologies and turn out new products, the 
China Food and Packing Machinery Industry Associa- 
tion collects information at home and abroad and passes 
it on to the enterprises, and urges them to cooperate with 
one another to further develop themselves. 


Food processing and packing machinery industry turns 
out more diversified equipment and operates in groups. 


China’s food processing and packing machinery industry 
is a late starter. In the past, most of the enterprises 
entered the market as independent commodity pro- 
ducers and businessmen. With the development of the 
commodity economy and the fierce competition on the 
market. they consider themselves weak. Therefore, from 
the macro-economic point of view, they must work hard 
in order to survive. Enterprises must operate in groups to 
increase their strength and competitiveness. In addition, 
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food processing and packing machines must become 
more diversified in order to keep pace with market 
changes and meet market demands in quantity. There- 
fore, enterprises must continuously develop products 
which meet the requirements of the market. In this 
respect, enterprises must first of all be mentally prepared 
to achieve this goal. Secondly they must demonstrate 
their ability to do so. Otherwise they are bound to fall 
behind. It is gratifying to note that since the beginning of 
last year, many enterprises have taken the path of 
operating in groups and have done an excellent job in 
developing themselves. 


Interview With Henan Governor on Rural Reform 


94CE0532B Beijing JINGJI RIBAO in Chinese 
24 May 94 p 5 


[Two “Leaps” of progress underscored in interview with 
Henan Governor Ma Zhongxin by special reporter Song 
Xiaoming (1345 2556 2494)] 


[Text] [Song] In March 1990, Comrade Deng Xiaoping 
had predicted that, from a long range perspective, reform 
and development of China’s socialist rural sector could 
make two leaps of progress forward. The first leap was 
eliminating the people’s commune, and implementing a 
responsibility system based on cottage industry con- 
tracts. The second was developing a suitable scale of 
operations to develop a collective economy in response 
to the needs of scientific agriculture and social ized 
production. What comments do you have to this predic- 
tion? 


[Ma] This prediction is correct. At the same time, we 
must remember Comrade Deng’s groundless grasp of 
these two leaps at the time. He recognized that the first 
leap “would be a great move forward, an un changing 
one.” The second leap “would also be a great jump, 
covering a long course.” The great leap in space would be 
assured by time. 


[Song] We usually say that “the first leap” in rural 
reform and development causes the rural economy to 
undergo historical transformation. Where do we see such 
historical transformation? 


[Ma] The way I understand it, it will be noted in two 
aspects. First, the “first leap” succesfully resolved most 
of the peasant’s food and shelter needs. As overall rural 
reform deepens, the supply of agricultural products will 
show an overall turn-around for the better, where the 
third of the peasants who had food and shelter problems 
before reform will no longer want for food and shelter. 
Furthermore, the makeup and quality in the diet of most 
people will see obvious improvement. Data from 
domestic sources and the International Bank show that 
in 1993, the caloric intake of China’s small town and 
country residents has increased from 2311 calories in 
1978 to 2877 calories, protein intake increased by 12 gm, 
and fats by 17 gm. Their nutritional level is higher than 
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that in low-income nations, getting closer to that in 
middle-income nations, an event that has aroused world 
attention. 


[Song] Guess the improved standard of living has greatly 
increased the physical capacity and health of the people. 


[Ma] True. If we did not have a constant supply of raw 
materials from the rural sector, there would not be the 
various nutritious food stuffs available to the cities and 
towns at reasonably low prices. Take athletic activities in 
China. Where does the difference [in athetic prowess] 
between that in China and that in advanced nations 
come from? To a great extent, this comes from a differ- 
ence in the body’s inherent physical quality. But the 
status of the body’s physical quality is determined, to a 
great extent, by the level of nutrition received during 
infancy and adolescence. The reason that some special- 
ists place the hope of Chis.a’s high physical ability in the 
next generation may be due to their regard of the body’s 
good physical capacity. 


[Song] The significance of an improved standard of 
living leading to strengthening the body’s physical 
capacity and health is truly great. 


[Ma] In the second place, the “first great leap” basically 
reformed the microeconomic structure of the rural 
economy. Comparison of 1993 with 1978 shows great 
changes in the rural economic structure, where the rural 
economy developed from a simple agricultural structure 
to an overall evolvement to the first, second, and third 
industries. During the course of development, there 
appeared the Southern Jiansu model that functionally 
combined town and country enterprises with agriculture, 
the Wenzhou model that developed from an individual 
and privately operated economy into a shareholding 
cooperative system, the Zhujiang model of agriculture 
creating foreign exchange, with emphasis on a foreign- 
oriented economy, the suburban model based on land 
leases to simultaneously develop the first, second, and 
third industries, and the “secure food and shelter” model 
of rural economic development replacing a chiefly 
“relief model,” etc. In sum, these are effective measures 
for rural reform and for developing the “first great leap,” 
to change the rural face of poverty and backwardness. 
They aim to resolve the peasant’s “food and shelter” 
problem, for transition from a “food and shelter” model 
to a “comparatively well-off’ model, thereby estab- 
lishing a good foundation. 


[Song] Comrade Deng had admitted very frankly that in 
rural reform, town and country enterprises made up “a 
strange army that suddenly appeared,” making it “the 
greatest unexpected harvest.” How do you evaluate this 
unexpected harvest? 


[Ma] That town and country enterprises are “‘a strange 
army that suddenly appeared” is the necessary result of 
the “first great leap.” The development of these enter- 
prises aims to promote rural industrialization and urban- 
ization, which opens up broad vistas. Some economi- 
cally prosperous nations during early industrialization 
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took the course of bankrupt peasants flocking into towns. 
Since 80 percent of China’s population is found in the 
countryside, the capacity of cities and towns to accom- 
modate peasants flocking in is limited. When peasants 
do become bankrupt, the resulting massive unemploy- 
ment creates a serious social problem which is foreign to 
China. This is one aspect of the problem. On the other 
hand, when a responsible system where rural families 
join together and engage in production with a contract, 
agricultural production rises rapidly and liberates a large 
volume of manpower. In China where urbanization is 
sluggish, for this manpower to be channeled toward town 
and country enterprises and the third industry is the 
necessary manifestation of the “first great leap.” Devel- 
opment of town and country enterprises not only 
increases peasant income, it also stimulates transfer of 
rural manpower, so the rural economy can gradually veer 
toward non-agricultural development and urbanization. 
Here the one-facet peasant worker becomes a worker in 
a pluralistic occupation, and the simple collective 
economy develops into a publicly owned multifaceted 
economy. The town and country enterprises become the 
product of a socialist market economy, growing stronger 
in face of market competition. By successfully exploring 
a socialist market economy they become anew a growth 
focus for the national economy, filling it with vitality. By 
1993, the total output value for town and country 
enterprises had reached 3.9 trillion yuan, with more than 
100 million peasants working in them. Their numbers 
exceed the total of workers engaged in urban state- 
operated enterprises and make up one-fourth of the rural 
work force. It cannot be said that their contribution is 


not great. 


[Song] The situation in China where the labor supply is 
greater than demand will remain with us for a long time. 
This is a factor China must face up to during industrial- 
ization. 


[Ma] In a large nation such as ours with a large popula- 
tion and a shortage of resources, for a comparatively long 
time following industrialization, the need exists for an 
important strategy to absorb the surplus agricultural 
work force into the industrial sector. This requires the 
ingredient most lacking during the early phase of indus- 
trialization—capital, and the most abundant ingredient 
for production—manpower, to be fully joined. 


[Song] In China at the present time, what problems still 
exist in this area? 


[Ma] At present, a labor market has yet to be formed in 
China, as communication with the peasants is not good, 
and the system of services is inadequate. Because of this, 
peasants heading blindly for the cities pose many prob- 
lems for city administrators. These problems require 
in-depth reforms for solution. Furthermore, another 
point we must pay attention to is that while the surplus 
agricultural labor is oftentimes hidden and not obvious 
like urban unemployment which creates great social 
pressures, we cannot regard this problem lightly. By 
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1993, China’s agricultural labor surplus stood around 
100 million persons. By the year 2000 this figure is 
expected to go up to 150 million. If these 150 million 
persons are not given some guidance and counseling, not 
only will this be a great waste of a manpower resource, 
this situation can create a serious social problem. 


[Song] How do you think this problem can be solved? 


[Ma] The route to solving this problem lies in stepping 
up in stages, the pace of rural urbanization and non- 
agricultural conversion of the agricultural work force, 
and in gradually reforming the present dual household 
system which divides the town from the village, to 
implement a flexible household system and a labor 
market that both unify the town and the village. The 
level of urbanization in China at present is lower than 
that in other nations with the same per capita output by 
7 percentage points. For this reason, we must undergo 
reform in depth, to provide the peasant with a choice of 
occupation, and create conditions for implementing the 
“*second great leap”’ to realize rural reform and develop- 
ment. 


[Song] The “second great leap” for agricultural reform 
and development describes how to develop enterprises 
of suitable scope and how to develop a collective 
economy. 


[Ma] A gradual implementation of the “second great 
leap” is the direction for rural reform and development 
from now on. This is without question. The transition 
from the “first great leap”’ to the “second great leap” is a 
gradual historical evolvement which we must note and 
emphasize. Because productivity levels for the nation as 
a whole is not balanced, we can see that during this 
transitional period, some places are making longer 
strides, while other places fall short. 


[Song] We hear that in some places, political manipula- 
tion is used to create operations of some scope without 
considering the local level of productivity and require- 
ments of the local populace. What is your view on this? 


[Ma] At present, considering conditions nationwide, the 
general level of productivity is comparatively high, and 
most of the agricultural manpower has been transferred 
to non-agricultural work. It is only in a few locations 
such as city suburbs, coastal economic zones, important 
transportation centers, and heavy industry zones, condi- 
tions for enterprise operations are more stringent. As 
most places do not have conditions for model opera- 
tions, how can those areas with an 80-million population 
faced with food and shelter problems expect to have 
them. Because of this, it is important to base sperations 
on actual conditions and level of labor productivity, and 
availability of local resources to move steadily forward. 
We cannot have enterprises that fit one pattern only, but 
we must avoid repeats of those mistakes that required 
urgent regulation of production relationships isolated 
from actual productivity. Not only do such relationships 
fall short of developing productivity and improving the 
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people’s material and cultural life, it creates, on the 
contrary, a passive situation where productivity suffers 
serious breakdown. 


Discussion Views Rural, Urban Income Disparity 


94CE0497A Hong Kong PAI HSING [THE PEOPLE] 
in Chinese No 42, | May 94 pp 50-51 


[Article by Kao Shih-sung (7559 4253 2646): “The 
Disparity Between Urban and Rural Incomes and the 
Gap Between the Rich and Poor Continue To Grow, 
Brewing a Crisis of Social Unrest on Mainland China’”’} 


[Text] The PRC authorities recently examined their state 
of affairs, stating that it is necessary to keep a close watch 
on democracy-movement figures and intellectuals, to 
keep them from joining up with workers and peasants. 
This is because a worker-peasant alliance plus guidance 
by intellectuals might pose the greatest threat to the 
PRC. But PRC statistics show that the rural-urban 
income gap is growing ever larger, with rural instability 
worsening. If unrest were to arise first in the rural areas, 
it would pose quite a headache to the PRC. 


The Whole Society Is In a State of Simmering 
Resentment. 


The numbers show that China’s urban-rural income 
disparity and gap between rich and poor have been 
growing rapidly again since 1985, leaving the whole 
society in a state of simmering resentment, with insta- 
bility likely to occur at any time. 


A data analysis by the Chinese Statistics Bureau shows 
that the urban-rural income gap had clearly shrunk by 
the early 1980s, the key indicator of which was that the 
ratio of urban cost-of-living income to rural net income 
had shrunk from 2.37 : 1 in 1978 to 1.71: 1 by 1984. But 
since 1985, this disparity has begun to grow rapidly 
again. 


Rural Living Standards Have Returned To Their 
Former State. 


This can be seen mainly in the following areas: 


1. As to urban and rural per capita incomes, from 1985 
to 1992, the average cost-of-living income of China’s city 
dwellers rose from 685 yuan to 1,826 yuan, while the net 
income of rural residents rose from 398 yuan to only 784 
yuan, with the urban-rural income ratio growing from 
1.72: 1 to 2.33: 1, returning basically to its 1978 level. 


2. As to the urban-rural consumption disparity, from 
1985 to 1992, average consumption rose for city dwellers 
from 727 yuan to 1,983 yuan, but for rural residents 
from 324 yuan to only 648 yuan, expanding the urban- 
rural gap from 2.24: 1 to 3.06: 1. 


3. As for market sales the urban-rural disparity has also 
grown. Gross per capita retail commodity sales rose for 
city dwellers from 1985’s 712.5 yuan to 1,633 yuan by 
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1992, but for rural residents from 311.6 yuan to only 
673.1 yuan, expanding the urban-rural gap from 2.29: | 
to 2.43: 1. 


4. As to average savings deposits held, savings deposits 
for city dwellers in 1985 averaged 421.5 yuan, growing to 
2,680.7 yuan by 1992, while growing in the same period 
for rural residents from 69.9 yuan to only 338.1 yuan, 
expanding the urban-rural gap from 6.03 : | to 7.93: 1. 


As to the urban-rural education disparity, there is also a 
growing trend. The Third Census data showed that in 
1982, China’s illiteracy and semiliteracy rate for those 
over 15 years old in the rural areas was 2.049 times that 
in the cities, while the Fourth Census data results showed 
that by 1990, the illiteracy and semiliteracy rate for those 
15 years of age and older in the rural areas was 2.91 times 
that in the cities. 


On the heels of the urban-rural gap growing steadily in 
recent years, China’s urban-rural gap continued to 
expand in 1993, making 1993 the year of its largest 
expansion in recent years. Sampling results for 1993 
show that urban per capita cost-of-living incomes were 
2,337 yuan, while rural net incomes averaged only 920 
yuan, continuing to expand the urban-rural income gap 
from its 1992 base to 2.54 : 1, with the extent of the 
disparity exceeding the early-reform levels for 1978 and 
1980. As to urban-rural consumption, 1993 national 
retail sales of consumer goods at the county level and 
below were up 19.5 percent from 1992, while gross retail 
sales of consumer goods in the cities were up 31.2 
percent, with their growth disparity up from 1992’s 4.8 
points to 11.7 points. 


Poverty-Stricken Households Have Incomes of Less 
Than 1,000 Yuan a Year. 


Data from a most recent sampling by urban factfinding 
groups in provinces, such as Hebei, show that in recent 
years, the levels of consumer demand among urban 
households have spread. expanding the gap between rich 
and poor, with some households living in poverty with 
declining relative living standards. 


In 1993, Hebei’s citydwellers had per capita cost- 
of-living incomes of 2,201.08 yuan, up 25 percent from 
1992. But as the employee cost-of-living price index 
climbed in 1993, reaching a high of 15.5 percent, this left 
the urban cost-of-living income corrected for inflation 
up only 8 percent, for basically the same real growth as in 
previous years. 


Meanwhile, the income gap among various households 
has grown increasingly evident. Sampling data show that 
when ranking all polled households by average cost- 
of-living income, the results of an isometric phased 
collation are that for the 10 percent of households with 
the lowest incomes, cost-of-living incomes average 
1,072.44 yuan, and for the 5 percent with even lower 
incomes (commonly called povertystricken households), 
only 950.88 yuan. But for the 10 percent of households 
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with the highest incomes, cost-of-living incomes average 
a high of 4,141.56 yuan, for a ratio with the 10 percent of 
households with the lowest incomes of | : 3.86 (with the 
lowest-income households at 1), up 1.05 times from 
1983; consumer spending averages 3,153.12 yuan, higher 
than that for the 10 percent with the lowest incomes and 
even lower-income households by respectively 1.9 times 
and 2.3 times, also 59 percent above the provincial 
average. 


=e Skyrocketing Prices, Job Opportunities Are 
wn. 


Another survey contrasting 1993 to 1992 shows that 37.1 
percent of the urban households surveyed in Hebei had 
lower incomes. While many factors were involved in 
these lower incomes, the three main ones were: 


1. Prices rose too fast, cancelling out higher incomes, 
which factor accounted for 58.6 percent of the house- 
holds with lower incomes; 


2. Some enterprises had lower economic efficiency, with 
employee wage and bonus income down, accounting for 
23.9 percent of those impacted; 


3. Factors, such as less family members working, with 
increased spending on support and gifts, affected 17.5 
percent of such households. Meanwhile, 32 percent of 
households in 1993 were unable to make ends meet, 
most of which were low-income ones. 7 


The survey analysis showed that the main reason for 
some households having income problems and low con- 
sumption was the low employment rate among family 
members! [Tax] burdens are high, enterprise efficiency is 
poor, wage income is low, income channels are few, 
non-wage income initiative is inadequate, and “‘favor- 
giving” is hard to violate, severely impacting normal 
incomes. 


Despite this, low-income households with regular liveli- 
hood difficulties are still required to pay a host of 
exorbitant taxes and do increasingly heavy favors, with 
some low-income households even having to borrow the 
money for such gift-giving. So under such long- 
accumulated discontent in the rural areas and among 
low-income households, almost any factor might touch 
off consequences that would be hard to avoid. 


Improving Specialized Food Industry Education 
94CE0541A Nanjing LIANGSHI JINGJI YANJIU 
[STUDIES IN FOOD ECONOMY] in Chinese Feb 94 
pp 1-7 


[Article by Chen Wenbao (7115 2429 1405) of the 
Higher Education Office, Education Department, Min- 
istry of Domestic Trade: “Education in Specialized 
Colleges and Schools on Post-Harvest Management and 
Circulation of China’s Food’’] 


[Excerpts] [passage omitted] Scope of Teaching Work 
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1. The number of food colleges and schools of all types. 
Up to the end of 1992, China had a total of five food 
colleges and universities: three food colleges, one grain 
and edible oil food training college, and one grain bureau 
staff and workers university. In addition, there were the 
Wuxi Light Industry College’s Food Engineering Depart- 
ment, 44 food intermediate specialized schools, 36 food 
technical worker schools, 100 food staff and workers 
specialized schools, and 1,000 food staff and workers 
schools. 


2. The number of persons entering food colleges and 
schools of all types. There are 4,400 students in school at 
the Zhengzhou Food College, of which 2,000 are in adult 
higher education; there are 2,800 students in school at 
the Wuhan Food Industry College, of which 1,600 are in 
adult higher education; there are 3,200 students in 
school at the Nanjing Economics College, of which 1,800 
are in adult higher education. A total of 1,980 persons 
have entered the Grain and Edible Oil Food Training 
School, and 400 persons have entered the Food Bureau 
Staff and Workers University. 


Every year a total of 10,000 persons are enrolled in food 
intermediate specialized schools, and there are now 
25,000 students in these schools, an average of 580 
students per school; every year a total of 6,000 persons 
are enrolled in food technical worker schools, and there 
are now 15,000 students in these schools, an average of 
420 students per school; on average 200 students are in 
food staff and workers special secondary schools, the 
food staff and workers schools have a fast turnover 
period, and every year about 500 persons enter these 
schools. 


3. Since food colleges were established, of the number of 
persons who entered the three food colleges to study, 
20,000 received a general higher education and 40,000 
received an adult higher education; about 500,000 per- 
sons entered food intermediate specialized schools to 
study, and about 300,000 persons entered food technical 
worker schools to study; and 2 million person-times 
entered food staff and workers schools to study. 


4. According to annual statistics, a total of 2,700 persons 
enter the three food colleges every year, of which 1,300 
receive a general full-time education and 1,400 receive 
an adult higher education; every year a total of 8,000 
persone enter the 44 food intermediate specialized 
schools; and every year a total of 100,000 persons enter 
the food technical worker schools. 


5. Up to the end of 1992, in China there was a province- 
level food school in each of the 28 provinces, autono- 
mous regions, municipalities directly under the central 
government, and planned single-list cities. 


6. To meet China’s needs for construction of the socialist 
market economy system, it is imperative that all of 
China’s food circulation be loosened. Food education 
has changed its concepts, and it is urgent that the college 
and school disposition and specialized structures be 
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readjusted. In the next several years, the number of food 
schools will not increase, but the scope of these schools 
will expand, because food higher education must take the 
path of development by intension. There must be some 
increase in the number of food training schools, and 
China will focus on developing food training school 
education; there will be no increase in the number of 
food intermediate specialized schools, but the scope of 
their enrollment must expand and their conditions must 
be improved; and there must be a major development of 
food technical worker schools, with a large increase in 
the number of these schools. 


Ways of Developing Teaching Activity 


1. Source of funds for all types of food colleges and 
schools. 


The opening funds and regional operating funds for food 
colleges first come from state financial allocations. Based 
on each college’s number of teachers, administrative 
staff members, and students, the state’s financial admin- 
istration each year, in line with its criteria, allocates 
administrative and operating funds. Beginning this vear, 
in accordance with the state’s allotted number of student 
enroliments for lower levels, each science and engi- 
neering student is allocated 3,150 yuan and each liberal 
arts student 2,050 yuan. Second, the Ministry of Com- 
merce each year grants a subsidy of from 200,000 to 
300,000 yuan to each college. Third, the schools engage 
in compensatory school-running and school-run indus- 
tries in order to make part of their income, and there are 
subsidies for the costs of teaching and scientific research. 


The operating expenses of food intermediate specialized 
schools are handled as follows: first, there is an alloca- 
tion by the provincial-level local financial administra- 
tion, and, in accord with the state plan for the number of 
student enrollments, 960 yuan are allocated for each 
science and engineering student and 800 yuan for each 
liberal arts student; second, the provincial department in 
charge, viz., the food bureau provides a subsidy of 
several hundreds of thousands yuan; and, third, there is 
income earned by the school itself. 


For the great majority of the food intermediate special- 
ized schools, there are allocations from the state finan- 
cial administration, and the exprenses for a small 
number of technical worker schools run by enterprises 
are completely defrayed by the enterprises. In addition, 
the technical worker schools are geared to the needs of 
serving the development of society, and every year they 
have a fairly large income. 


All the school-running funds of food staff and worker 
schools come from county food bureau allocations, and 
these allocations can also make up part of the charges for 
running training classes. 


2. Tuitions and scholarships at all types of schools. 


In the food school, in accordance with the state plan's 
number of student enrollments, besides the training fees 
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allocated by the state, the students entering school need 
to pay a one-time school miscellaneous fee of about 350 
yuan (with the schools being in different areas, the fee 
varies a little). The tuition for students enrolled in a 
school that the school is charged with training and the 
tuition for students who pay their own way is paid by 
their unit or by the individual, and is generally about 
2,500 yuan per student. In the food intermediate special- 
ized schools, besides the state’s allocation, every student 
needs to pay about 200 yuan, and the total tuition for 
students that the school is charged to train and for 
self-paying students is paid by the unit or the individual; 
the tutition for students in food technical worker schools 
is handled in a similar fashion as that of the intermediate 
specialized schools; and the tuition for training students 
enrolled in food staff and worker schools is paid in full 
by the student’s unit, and the amount of the tuition is 
generally fixed by looking at the length of time in study 
and the specific circumstances of the training class. 


In the food colleges each student is evaluated once a year 
for a student scholarship, which is divided up and 
granted in two school terms. In general there are three 
grades of scholarships: first grade is 300 yuan, second 
grade 200 yuan, and third grade 100 yuan. The propor- 
tion of scholarships granted is usually about 25 percent 
of the total number of students. Scholarships at food 
intermediate and food technical worker schools are 
evaluated once every school term, and are divided into 
three grades: first graded is 60 yuan, second grade 50 
yuan, and third grade 40 yuan. The criteria for each 
grade are based on examination marks, and about 60 
percent of all students usually get scholarships. 


3. Academic degrees, academic attainments, and 
diplomas for every type of student. 


After undergraduates at food colleges are graduated, they 
are given university diplomas and academic degrees. 
After students being trained for a profession are gradu- 
ated, they are given certificates of graduation from 
institutions of higher learning; the Zhengzhou Food 
college in 1982 began to have the right to confer master’s 
degrees (mainly in grain and edible oil storage, edible oil 
and fat engineering, and food processing). After students 
of food intermediate specialized schools and food tech- 
nical worker schools are graduated, they are given tech- 
nical school or technical worker school graduation cer- 
tificates, and these two academic attainments are 
recognized by the state. After students of food staff and 
worker schools complete their studies, they are given 
study-completion certificates, which are proof of only 
one kind of study. 


4. Management of all types of food colleges and schools. 


The current teacher and staff, worker establishment of 
food higher schools is 2,118 persons, of whom 917 are 
teachers; the current teacher and staff, worker establish- 
ment of food intermediate specialized schools is 5,944 
persons, of whom 2,939 are teachers; the current teacher 
and staff, worker establishment of food technical worker 
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schools is 1,631 persons, of whom 907 are full-tiine 
teachers; and the current teacher and staff, worker estab- 
lishment of food staff and worker schools is 100,000 
persons, of whom 2,000 are full-time teachers. 


The food higher colleges are under the dual leadership of 
the Ministry of Domestic Trade and the people’s govern- 
ment of the province in which the college is located, and, 
with the Ministry of Domestic Trade made primary, 
besides the general policy that the State Education 
Commission is responsible for the colleges, the Ministry 
of Domestic Trade is mainly responsible for managing 
the college’s leading groups appraisal and deployment, 
the college’s strategy and research for development, the 
examination and approval of specialized courses, the 
transferral to lower levels of enrollment plans, the orga- 
nization of student employment, the arrangement of 
capital construction investment, and the providing of 
funds and subsidies. The food intermediate specialized 
schools are under the dual leadership of the provincial 
and city food bureaus and education commissions, with 
the food bureaus made primary. The provincial (city) 
education commissions organize and implement the 
State Education Commission’s examination and 
appointment of leading groups, formulate school devel- 
opment plans, transmit to lower levels annual enroll- 
ment plants, organize enrollment and graduate employ- 
ment, arrange capital construction investment, and 
provide funds and studies. The management systems of 
the food technical worker schoo!s and the food interme- 
diate specialized schools are the same. The food staff and 
worker schools are mainly turned over to the city food 
bureaus for management, and food bureaus’ main task is 
to ensure that funds are available and to organize the 
training of students. 


5. Employment of graduates of all types of food colleges 
and schools. 


Of the graduates of the three food colleges, the ones who 
studied the liberal arts generally go into food economy 
government research departments or food management 
departments, or are assigned to training schools as 
teachers. Those who studied science and engineering 
generally go to scientific research units, departments for 
storage, examination, and management of grain and 
edible oil; central laboratories; grain and edible oil 
machinery departments; large and medium-sized grain 
and edible oil storehouses; and feed-processing plants— 
or they are assigned to training schools as teachers. 


The graduates of food intermediate specialized schools 
generally go to food-processing plants, food machinery 
plants, feed-processing plants, warehouses, grain and 
edible oil enterprise management departments, food 
commercial low-level accounting units, reserve manage- 
ment departments, and grain and edible oil capital 
construction project departments and management 
departments. The graduates of food technical worker 
schools are generally assigned to flour mills; rice mills; 
grain, edible oil, and feed-processing plants; food 
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machinery plants; storehouses; and food vehicular trans- 
portation departments. After the students of food staff 
and worker schools complete their studies, they return to 
their original units and do not change their work orien- 
tation. 


With regard to the graduates of all types of food colleges 
and schools—all under the state’s unified enrollment 
plan—after graduation the state is responsible for their 
employment, and it also handles their assignments. 
Based on the food system and society’s demand as well 
as the graduates’ circumstances, as much as possible the 
graduates are given full scope for their abilities. The 
State Education Commission and the local education 
departments specially convene graduate assignment con- 
ferences, and formulate assignment plans for every grad- 
uate; then every college and school completes its assign- 
ments task. With regard to some nongovernment plan 
enrolled students, e.g., mandated training students, sub- 
stitute students, and self-paying students, some of them 
will have found a work unit before entering school, and 
some of them must depend on themselves to find an 
occupation after graduation because the state is not 
responsible for assigning them. 


6. Relationship between food education system and 
peasants. 


Food is the most important commodity, and it has the 
widest range of contacts. To implement the state’s policy 
of “not slackening on food production,” ensure high and 
stable food yields, and make scientific farming the 
common practice in China’s vast rural areas, a socialized 
service system, in which many departments in the rural 
areas take part, and which provides guarantees for the 
development of food production, has already been set 
up; in it the food departments play an important role. 
Playing the clearest role in the food education system. 
First of all, the food higher colleges and schools and food 
intermediate specialized schools, through scientific 
research and academic interchange within and without 
China, provide the peasants with new information and 
techniques for scientific farming; and they train and 
send high- and intermediate-level special talents for 
checking on and processing food to the township-town 
enterprises set up by the peasants as the main body. 
Second, the food technical worker schools and food staff 
and worker schools train and send technicians to town- 
ship-town food-processing enterprises, and run for the 
peasants training classes in scientific farming, scientific 
application of fertilizer, and the spraying of agricultural 
chemicals to prevent plant diseases and insect pests in 
order to pass on new techniques. Third, the peasants are 
helped to increase their knowledge concerning the 
storage and checking on food in order that the peasants 
will do good work in implementing the state’s plan for 
storing food. Some of the above work is completed in the 
teaching process, and some of it is initiated when getting 
deeply involved with the broad masses of peasants. 
Precisely because the food education system is consis- 
tently geared to the needs of the basic level, doing good 
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training work for food bureau directors, grain manage- 
ment office heads, as well as laboratory technicians and 
storage personnel before and after they take their posts 
will cause the great number of staff and workers in the 
food system to constantly raise their consciousness of 
service, and the peasants will also actively support the 
work of grain departments, so that every year the work of 
food purchasing, storage, allocation, and shipment is 
completed fairly smoothly. We can say that the relation- 
ship between the food education system and the peasants 
is like that between fish and water. 


Evaluation of Results 


1. China’s food education began in the mid-fifties. After 
hard work by several generations of people, there has 
now been basically formed a multilevel, multicourse, 
multiform food education system in which higher edu- 
cation, intermediate professional and technical educa- 
tion, and adult education are integrated. The food edu- 
cation system’s highly effective work has greatly 
improved and enchanced the post-grain harvest manage- 
ment and circulation work. First, the education in the 
specialized food colleges and schools has trained a large 
number of talented persons, and has changed the intel- 
lectual structure and knowledge structure of the food 
professional ranks. According to statistics, since the 
founding of New China, food colleges and schools of all 
types have trained more than 500,000 high and interme- 
diate level talented persons for the food system. 
According to the results of a 1980 survey, in the food 
staff and worker ranks, cadres, staff and workers with a 
college education or higher accounted for 0.5 percent; 
cadres, staff and workers with a senior middle school 
education accounted for only 2.2 percent; and the great 
majority of cadres, staff and workers had a junior middle 
school education or lower. In the 1992 statistics, cadres, 
staff and workers with a college education or higher 
accounted for 2.6 percent of the food ranks, those with a 
polytechnic school education accounted for 6.06 percent, 
those with a senior middle school education accounted 
for 27.37 percent, and those with a junior middle school 
education or lower fell to 65 percent. Comparing these 
proportions with the 1980 ones, the number of staff and 
workers with a college education rose by five and three 
times respectively. Second, there is the sustained devel- 
opment of on-the-job education and training, which has 
renewed the concepts of the food system’s cadres, staff 
and workers, and has improved the management capa- 
bility of the leading cadres and raised the professional 
and technical levels of the workers. 


Following the progress in the reform of the economic 
system, the reform of the food circulation system is 
constantly being deepened. At regular intervals the food 
education system runs refresher courses for food depart- 
ment (bureau) directors of provinces, autonomous 
regions, and municipalities directly under the central 
government, so that the food system’s high-level leading 
cadres increase their knowledge, renew their concepts, 
and recognize the problems and difficulties faced by 
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food work in the period of changing from management- 
type distribution to a commodity business-type distribu- 
tion. Thus they more profoundly understand the conno- 
tation of “food commodity transformation, business 
market transformation, and management enterprise 
transformation.” The leading cadres broaden their out- 
look and raise their level. After returning to their original 
units, they get a grip on the training of leading cadres in 
the prefecture and county level food system, forming a 
situation in which one level gets a grip on the other level. 
Not only has the training of cadres been deeply devel- 
oped, the workers’ profession and technical training has 
also been widely carried out, bringing about a clear 
improvement in the overall political, professional, and 
technical quality of the food ranks. 


2. Future prospects for China’s food colleges and 
schools. 


Of course it is important to deepen the reform of China’s 
food circulation, optimize the external environment, and 
smooth out the circulaton system, but accelerating the 
training of talented persons is the strategic issue of 
utmost importance. Reality tells us that reforms calls for 
education, and food education cannot be weakened but 
can only be strengthened. The way out lies in acceler- 
ating the pace of reform. Only by carrying out a reform 
that is comprehensive and not partial, deep and not 
shallow, can the needs of the socialist market economy 
be met. 


The food higher schools are the highest seats of learning 
in the food system, and they should have higher training 
goals, creating conditions for training high-level special 
talented persons with master’s degree and even doctor’s 
degrees. It is possible to attain this goal, which is 
advantageous to the schools’ emulating for higher goals 
and for training talented persons spanning the centuries. 
To attain this goal, the food colleges and schools must 
readjust their specialized curricula, strengthen their 
teacher ranks, open wide the way to run schools, and 
increase the scope of results. However, the number of 
schools will not increase, and the schools will mainly 
take the path of development by intension. The three 
food colleges and schools must select one of themselves 
to be the focal point, and in all aspects give it support 
and tilt toward it, so that its courses go up in grade and 
level. 


There has been a fairly large development of food 
training schools on the college level. A school that after 
evaluation is put in the same class as an intermediate 
specialized school can be examined and promoted to a 
training school. 


The food intermediate schools in general also “do not lay 
out a new vendor's stand,” but rather strengthen internal 
construction and increase the scale of their returns. 


For the food technical worker schools to develop appro- 
priately, after the newly added technical worker schools 
are examined and evaluated, training schools that cannot 
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meet requirements or that find it difficult to carry on are 
to be readjusted into technical worker schools. 


The food staff and worker school mainly consolidates its 
position and plays its role as a multifunctional training 
center, and it is unnecessary and also impossible for the 
number of such schools to increase. 


By the year 2000 the total number of students entering 
food colleges and schools of all types will quadruple 
compared with the present number, and the conditions 
for running these colleges and school will also be greatly 
improved. 


Conclusion 


To run well China’s food colleges and schools of all types 
requires the creation of a good external environment and 
good conditions: First, the strengthening of leadership 
must fully embody the spirit of valuing talented persons, 
and make the reform of the internal management of 
colleges and schools into a conscious action of the broad 
masses of teachers, students, administrative personnel, 
and workers. Second, there is the devolution of authority 
to the schools, smoothing out the relationship between 
the government and the schools, changing the past 
phenomenon of excessive control and excessively rigid 
rule of schools, so that the schools have the full right to 
act on their own initiative. Third, there is the develop- 
ment of school-run industry based on the characteristics 
of food schools and following the multiform principle of 
being based on food, being geared to the needs of society, 
and making application primary and high science and 
technology secondary in upholding principle. Fourth, 
there is the handling well of the characteristics of the 
reform of the internal management system of colleges 
and schools, exploring new paths in running well food 
colleges and schools under the system of the socialist 
market economy. 


Shaanxi Grain Procurement Plan, Prices 


94CE0612G Xi’an SHAANXI RIBAO in Chinese 
19 Jun 94 pl 


[Summary] In 1994 the summer grain procurement plan 
for Shaanxi Province is | billion kilograms, of which, the 
state fixed quota procurement plan is 737 million kilo- 
grams, and the market procurement plan is 268 million 
kilograms. The procurement price for medium grade 
wheat is 54 yuan per 50 kilograms; corn 41 yuan per 50 
kilograms; indica rice 51 yuan per 50 kilograms; and 
japonica rice 56 yuan per 50 kilograms. 


Xinjiang Increases Sugar Output 
94CE0612C Beijing JINGJI CANKAO BAO in Chinese 
7 Jul 94 pl 


[Summary] During the 1993-1994 pressing season, Xin- 
jiang produced 260,000 tons of fine-quality granulated 
sugar, exceeding sugar output in Heilongjiang Province 
by 50,000 tons. The highest per mu yield of beets was 
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three tons. At present, Xinjiang has 14 sugar mills with a 
production capacity of 380,000 tons. 


Heilongjiang, Jilin Report Drought Damage 


Heilongjiang Crop Damage 
94CE0612B Harbin HEILONGJIANG RIBAO 
in Chinese 24 Jun 94 p 1 


[Summary] Since the beginning of June, 19,520,000 mu 
of crops have been affected by drought in Heilongjiang 
Province. By 20 June, the province had allocated 
72,250,000 yuan to fight the drought. 


Jilin Crop Damage 
94CE0612H Changchun JILIN RIBAO in Chinese 
7 Jul 94 p 2 


[Summary] Since the beginning of summer, 29 million 
mu of crops have been affected by drought in Jilin 
Province. 


Jiangsu, Henan, Tianjin Report Cotton Area 


Jiangsu Cotton Area 


94CE0551Z Nanjing XINHUA RIBAO in Chinese 
3 Jul 94 p 2 


[Summary] In 1994 the cotton area in Jiangsu Province 
will be 546,600 hectares, a 6 percent increase over 1993. 
The fine quality cotton area is 380,000 hectares, 
accounting for 69.4 percent of the total cotton area, and 
is an increase of 26,000 hectares over 1993. 
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Henan Cotton Area 


94CE0612A Beijing ZHONGGUO XINXI BAO 
in Chinese 8 Jun 94 p 2 


[Summary] As of 10 May, the cotton area in Henan 
Province was 14,880,000 mu; the spring cotton area was 
10,420,000 mu, and the summer cotton area 4,460,000 
mu. The Henan provincial government has allocated 2 
million yuan to support cotton output. 


Tianjin Cotton Area 


94CE0612E Beijing NONGMIN RIBAO in Chinese 
15 Jul 94 p 1 


[Summary] In 1994 the cotton area in Tianjin will be 
390,200 mu, an increase of 242,700 mu over 1993. 
Estimated gross output of cotton is 450,000 dan. 


Jiangsu Summer Crop Area 


94CE0551W Nanjing XINHUA RIBAO in Chinese 
6 Jun 94 p 1 


[Summary] As of 3 June, the area sown to cotton in 
Jiangsu Province was 500,000 hectares, the area sown to 
rice 59,000 hectares, the area sown to corn 200,000 
hectares, and the peanut area was 69,000 hectares, 
increases of 42,200 hectares, 38,000 hectares, 52,000 
hectares, and 38,000 hectares respectively over the same 
period in 1993. 


Hebei Wheat Output 


94CE0612F Shijiazhuang HEBEI RIBAO in Chinese 
10 Jun 94 pl 


[Summary] Estimated gross output of wheat in Hebei 
Province is 9.1 billion kilograms, an increase of 50 
million kilograms over 1993. 
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Problems of Graduate School Education 


94CM0307A Beijing ZHONGGUO GAODENG 
JIAOYU [HIGHER EDUCATION IN CHINA] 
in Chinese, No 146, 13 Apr 94 pp 3-4 


[Article by staff reporter Wu Fanghe (0702 5364 0735): 
“Problems and Countermeasures in Training High-Level 
Talents—Interview With Zhang Xiaowen, Vice Min- 
ister, State Education Commission’’] 


[Excerpts] [passage omitted] Reporter: After 10-odd 
years of effort, China’s graduate student education is 
now on a considerable scale and has obtained fairly large 
success, but at the same time many problems have been 
revealed. What attitude do you think we should take in 
summing up the past, analyzing the present, and moving 
toward the future? 


Zhang Xiaowen [1728 1321 2429]: We must fully affirm 
the successes and experiences that we obtained in the 
past, and fully understand the important role played by 
graduate student education in the country’s politics, 
economy, science and technology, education and culture, 
as well as social development. For 10-odd years there has 
been a fairly large development of China’s graduate 
student education, in which a considerably strong 
guiding force has been achieved, a comparatively com- 
plete system of courses has been established, experiences 
in training high-level talents has been obtained, and a 
graduate stduent training model has been formed that 
meets the needs of economic construction and social 
development. In the initial period after liberation, there 
were only just over 600 graduate students in school, and 
in 1949 only 107 graduate students completed their 
studies. In the 17 years before the great cultural revolu- 
tion, a total of 16,500 graduate students were trained. 
From 1978, when the enrollment of graduate students 
was reinstituted, to 1992, only 257,800 graduate stu- 
dents finished school, including 12,500 who were 
studying for a doctor’s degree and 235,000 who were 
studying for a master’s degree. There are now close to 
100,000 graduate students in school in China—14,500 
are studying for a doctor’s degree and a little over 80,000 
are studying for a master’s degree. The development of 
graduate student education not only promotes the devel- 
opment of higher education and raises the level of the 
ranks of young teachers in higher schools, but also 
greatly advances China’s scientific research. It may be 
said that graduate student education and the develop- 
ment of China’s science and technology are closely 
linked, and that they promote each other. If the state’s 
Natural Sciences Fund, the Scaling New Heights Plan, 
the 863 High-Level Scientific and Technological Key 
Tasks, the Seventh Five-Year Plan Key Tasks, and other 
projects are divorced from participation by graduate 
students, it will be very difficult to imagine that they will 
be successful. While affirming the successes obtained in 
the past, we should also see that the management system 
for graduate student education is in the initial stage of 
formation. At that past time the economic system was 
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basically still a highly centralized planned economy 
system. For 10-odd years, following the development of 
graduate student education, the accumulation of experi- 
ences, as well as the practice of various reforms to suit 
the establishment of the socialist market economy, it is 
felt more and more that in some links there exist aspects 
that do not suit further development. For example, the 
examination and approval system for tutors of those who 
are studying for a doctor’s degree is excessively concen- 
trated; it is becoming more and more difficult to depend 
on grants-in-aid to solve the graduate students’ remuner- 
ation problem; elimination through selection or compe- 
tition is difficuit; there is only one type of training 
specifications; the disposition of course specialities is 
not entirely rational; etc. Therefore, we must grasp the 
opportunity; change our concepts; deepen reform; take 
the initiative to meet the needs of the development of the 
socialist market economy; and, with greater, faster, 
better, and more economical results, train high-level 
talents for the next century. 


Reporter: Many persons who have acquired skills 
through study or persons who have potential talent flow 
into the economially developed regions of the south- 
eastern coast, and even go abroad. At the same time, this 
causes an inadequate source of graduate students, espe- 
cially those who are studying for a doctor’s degree, which 
not only restricts the scope of development of graduate 
student education, but also directly affects the quality of 
their training. How do you view this problem? 


Zhang Xiaowen: We must completely solve this 
problem, but at present there are difficulties in doing so. 
However, we can, from many aspects, strive to improve 
this state of affairs. For example, the central authorities 
recently adjusted the policy on leaving China at one’s 
own expense, and an important part of the adjustment 
was that for a person with a doctor’s degree who leaves 
China the service period is not counted and the person is 
exempt from the training fee. This policy encourages 
everybody to study for a doctor’s degree in China. If 
there are conditions for it, after getting a doctor’s degree 
a person can go abroad and be a Ph.d., accumulating 
experiences in doing research, after which he can return 
to China and work here. Of course, what is most impor- 
tant is that our economic construction goes forward, that 
our nation become stronger, that there be greater invest- 
ment in science and technology in education, and that 
working conditions and living conditions be improved— 
in this way there is more appeal. China is a big country, 
and the talents we need should mainly depend on our 
own forces for their training. The capacities abroad, both 
for pursuing studies and working, are, after all, quite 
limited. Following the passage of time, the rapid devel- 
opment of the domestic economy made larger and larger 
demands on high-level talents, and the situation will 
gradually take a turn for the better. 


Reporter: It is my understanding that at present the 
remuneration for graduate students in school is very 
small. To improve the remuneration for living expenses, 
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the schools have come up with many measures, but it is 
still difficult to solve this problem fundamentally. How 
do you think this problem should be solved? 


Zhang Xiaowen: To solve this problem, first of all we 
should emancipate our minds and change our concepts. 
We should make it clear that education on a higher level 
than the nine-year system of compulsory education is 
non-compulsory education. Therefore, it is impossible 
for the state to take care of all of the living expenses of 
graduate students, and this would also not conform to 
the direction of reform. Following the increase in the 
number of graduate students, this contradiction will 
become larger and larger. The professional fee for grad- 
uate student education allocated to schools is a compo- 
nent part of the schools’ operating fee, and the amount 
earmarked for the training fee for graduate students is 
quite limited. Other ideas must be tried for solving the 
problem of graduate students’ research topic costs and 
remuneration. We must encourage tutors to actively 
apply for scientific research projects; with a scientific 
research project and adequate funds, a tutor will have 
the basic conditions for taking in graduate students. Of 
course, in different disciplines the conditions for striving 
for scientific research projects are not the same, and 
there must be different policies. As for graduate stu- 
dents, they must, through holding concurrent posts in 
assistant teaching, assistant research, and assistant man- 
agement, take part in teaching, scientific research, man- 
agement, and study-work programs, and use their own 
work remuneration to solve their own problems of 
treatment. In some developed countries, the assistant 
teaching posts are all held concurrently by graduate 
students. This practice would also be an important 
reform in our changing of our teaching ranks structure. 
Of course, we have our own characteristics: at this level 
there should be teachers acting as teacher’s assistants, 
but their number should be reduced. We must open the 
way for graduate students. 


Reporter: Many deans of colleges and schools have 
called for a policy of “lenient entry and strict exit” for 
graduate students, but, in reality, the mid-term elimina- 
tion rate is very low and all these seem to pass. How do 
you view this problem? 


Zhang Xiaowen: The idea of “lenient entry and strict 
exit” is very good, but there is a considerable distance 
between the present reality and this goal, and in reply to 
the current charge that the number of eliminations is 
small and that almost all theses pass, it is quite difficult 
to say that the training quality is not adversely affected. 
In this respect, there are many successful experiences 
abroad that are worthy of our drawing lessons from. 
[passage omitted] 


Elimination is a normal phenomenon abroad. In China 
it is very difficult to effect; if you want to eliminate 
someone, some tutors must look for other schools, 
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thinking that this is a reflection on themselves as indi- 
viduals. In any case, this concept must be corrected; 
otherwise, it will be difficult to ensure graduate student 
quality. 

Reporter: At present there are more than enough guiding 
forces for some traditional basic subjects, but the 
teaching forces for some new-type applied subjects are 
relatively weak, and the subject structure and regional 
disposition are also not completely rational. This is an 
obvious fact. I'd like to ask what the State Education 
Commission has as a plan for solving this problem, and 
what measures has it already taken? 


Zhang Xiaowen: To a very great degree, the courses 
offered for doctor’s degrees and master’s degrees are 
affected by the course structure formed by the tutors. 
Now, the structure of graduate student distribution is 
basically decided by the structure of tutors. When there 
iS an examination and approval of the first and second 
academic degrees, the main thing to consider is level, 
and in the past many high-level professors and Ph.d. 
tutors were mainly concentrated in the fields of tradi- 
tional courses. This caused a structural imbalance, and it 
cannot very well meet the needs of modernization. 
Therefore, we certainly should be determined to gradu- 
ally change this distribution, give more support to new- 
type applied course, and provide policy tilts in course 
examinations and graduate student enrollment plans. 
We have already begun to pay attention to this problem, 
and I, of course, hope that some traditional course will 
develop in the direction of becoming applied courses. 


With regard to the problem of imbalance in regional 
deployment, in our degree examinations this time, we 
considered the needs of the old, the minority, border, 
and poor areas in the deployment of examination points 
for the master’s degree. If the regional level of running 
schools is raised, we can also attract some outstanding 
students to serve local construction. Recently Jiangxi 
University and Jiangxi Industrial University merged and 
became Nanchang University. In the past the good 
students of Jiangxi Province went outside the province, 
but in 1993 some students with fairly good grades 
entered themselves for examination at Nanchang Uni- 
veristy. In this way the needs of the regions for talented 
persons can be met, and also it will be advantageous for 
heightening the enthusiasm of local higher schools for 
running schools. If high-level talented persons are exces- 
sively concentrated in large cities, in the future there will 
occur a very large contradiction in the employment 
aspect. Therefore, looking at the problem with an eye on 
development, we also must gradually adjust the regional 
deployment. 


Juristical Interpretation of CPC-People’s 
Congress Relations 

94CM0332A Beijing FAXUE YANJIU [LEGAL 
RESEARCH] in Chinese No 90, 23 Feb 94 p 3-11 


[Article by Guo Daohui (6753 6670 2547) of 
ZHONGGUO FAXUE: “Authority, Power or Right: 
Juristical Interpretation of CPC-People’s Congress Rela- 
tions” 
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[Excerpt]l. The Party’s Authority To Lead in the Context 
of the State and Body Politic 


It can be said that the Chinese Communist Party’s [CPC] 
authority to lead was established and shaped by a process 
in which the CPC acquired societal power through its 
authority in society and political power of state through 
its leadership of the people and by becoming the party in 
power, therefore, through proper legal procedures, the 
CPC’s leadership authority is transformed into the 
power of the state. Unlike capitalism in which societal 
power is built upon the control and use of money, this 
process is based on the power of political and moral 
influences—the CPC earns its societal power and posi- 
tion as the leading party through the magnetism of the 
party pursuing and promoting the highest ideals of 
mankind, the political appeal of the party’s programs 
and lines of action reflecting the people’s will and 
interests, and the inspiration of the CPC members’ spirit 
of struggle and self-sacrifice on behalf of the people. The 
societal position the party occupies and the power it 
exercises reflect the conscious support and deep convic- 
tion of the people, and not their blind obedience con- 
trolled by the power of state; it is not the power of 
political control, nor any overall control over the society 
in general. It is a form of political appeal, persuasion and 
influence. Just as man in his natural state enjoys certain 
customary and moral rights not defined by law, so does 
the CPC, as a political party and revolutionary leader- 
ship force, enjoy certain customary powers and social- 
moral powers (authority) not defined by law; the CPC 
has earned these powers by leading the people in the 
revolutionary struggle leading to the founding of the 
People’s Republic. 


When the CPC leading the people achieved revolu- 
tionary victory and established political power of the 
state based on democratic dictatorship of the people, the 
CPC’s position and function in the body politic under- 
went changes: In one respect, as the leading party, the 
CPC continues to exercise political influence in the 
society, reflecting its societal power; in another respect, 
as the party in power, the CPC has a constitutional role 
to exercise the political authority of state; its leadership 
authority is therefore legally defined. 


What is the nature of this leadership authority? Can it be 
equated with the power of state? 


(1) In terms of the body politic, the constitution stipu- 
lates that China is “‘a socialist state governed by demo- 
cratic dictatorship of the people based on the alliance of 
workers and farmers under the leadership of the prole- 
tariat class.” In this definition, “leadership of the prole- 
tariat class” is exercised through the Communist Party. 
This leadership authority in the body politic reflects 
mainly the class character of the political power of state. 
The essence of democratic dictatorship of the people is 
dictatorship of the proletariat class, and it is defined by 
criteria of implementing the socialist system and the 
basic lines and policies of the proletariat class. As Lenin 
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pointed out, “dictatorship of the proletariat is political 
leadership of the proletariat.” In his book Several Issues 
of Leninism, which expounds on Lenin’s views toward 
the proletariat dictatorship and the Communist Party’s 
leadership authority, Stalin criticized those who twisted 
Lenin’s original meaning and gave the wrong interpreta- 
tion that “the proletariat dictatorship is the dictatorship 
of our party”; Stalin pointed out that the party’s leader- 
ship authority and the proletariat dictatorship cannot be 
viewed as one and the same, that “regardless of any 
important leadership functions the party may exercise, 
the party is after all only a part of the basic class; 
therefore, whoever equates the party’s leadership func- 
tion with proletariat dictatorship is substituting the 
party for the basic class... ‘The party is the vanguard and 
leader of the proletariat class’ (Lenin). In this sense, the 
party holds political power and governs the state. But in 
no way can this point be interpreted to mean that the 
party exercises more than the political power of state, or 
that the party does not need the political power of state 
to carry out proletariat dictatorship.” China’s constitu- 
tion stipulates that “all powers in the People’s Republic 
of China belong to the people,” i.e., sovereignty rests 
with the people. Since all powers (sovereignty) belong to 
the people, naturally it cannot be said that sovereignty 
belongs to the party in power which represents only a 
portion of the people (albeit the portion that holds the 
leadership position). The leadership authority of the 
party in power belongs in the realm of administrative 
authority (to govern the state), and not in the realm of 
sovereignty (the right to rule), which means that party’s 
leadership cannot be equated with the “party’s dictator- 
ship.” The party’s leadership authority cannot rank 
higher than the people’s sovereignty. [passage omitted] 
As Hu Yaobang said: “People are masters of the state 
and society. The basic content of the party’s leadership 
in the nation’s life is organizing and supporting the 
people to be masters of their country.” Therefore, it can 
be seen that the party is not the primary organ of 
national sovereignty and cannot directly enjoys the right 
to rule the nation. 


(2) The body politic should be analyzed in terms of the 
system of people’s congresses [NPC]. The NPC system 
was established under the CPC’s leadership and func- 
tions under that leadership; supporting and perfecting 
this basically political system cannot be accomplished 
without the party’s leadership. But this type of leader- 
ship is mainly political leadership, and cannot be inter- 
preted to mean that the CPC directly enjoys national 
sovereignty which belongs to the NPC, or that the party 
Central Committee or local party committees constitute 
a class, or the highest class, of organs with sovereign 
power within the body politic. In organizational terms, it 
cannot be said that China’s body politic is “the NPC 
system under the CPC’s leadership.” (China has a “‘polit- 
ical consultative system of multi-party cooperation 
under the leadership of the CPC,” which is a system of 
political parties, or organization of United Front, and 
not a system of state power.) In the 1975 constitution 
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drafted in the Great Cultural Revolution, Article 16 
specifically stated: “The NPC is the highest organ of 
state power under the leadership of the CPC.” The 
phrase “‘under the leadership of the CPC” was deleted in 
both the 1978 and 1982 constitutions; this does not 
mean repudiation of the party’s leadership but it does 
make clear that the party in power cannot organization- 
ally be the organ of power or leadership that ranks higher 
than the NPC. 


Furthermore, the party cannot enjoy the power of state 
on a par with the NPC. As Lenin pointed out: “The 
Soviet is higher than all political parties,” and “a con- 
gress of party members cannot decide and make laws.” 
Stalin alsc pointed out: “The party is the leadership force 
in our country. On the basis of this point, some comrades 
claimed that the Politburo should be considered the 
country’s highest organ, but that is a foolish claim. That 
line of reasoning is incorrect and represents muddled 
thinking. It can only benefit our enemies. The Politburo 
is not the nation’s supreme organ, it is the party’s 
supreme organ.” (Author’s note: the party’s supreme 
organ should be the CPC Congress. Stalin’s point is in 
error.) The CPC’s constitution stipulates that “the party 
must operate within the framework of the constitution 
and laws.” Of course, the constitution and laws are all 
made by the NPC. China’s constitution stipulates that all 
political parties (naturally including the party in power) 
“‘must be guided by the constitution in all their actions.” 
All political parties “must obey the constitution and 
laws. Any action which violates the constitution and laws 
must be investigated and punished.” Any violations of 
the constitution are to be investigated by the NPC or a 
state organ empowered to do so by the NPC. This means 
that the political party in power is also under the control 
and supervision of the NPC. “No organizations (includ- 
ing Organizations of the party in power—author’s note) 
or individuals (including leaders of the party in power— 
author’s note) will have any special power that super- 
sedes the power of the constitution and laws,” i.e., no 
special power that supersedes the special power of the 
NPC. The NPC ranks above all political parties; the 
constitution is greater than any party. 


II. Several Types of Party’s Leadership in the NPC 


Does the above imply repudiation of the party's leader- 
ship authority? Not at all. There are different types of 
situations in which the party exercises leadership in the 
NPC (or government). 


A. Leadership Authority in Terms of Political Ideology 


This type of leadership authority, based on correctness of 
the party’s line and its lofty political influence and 
prestige, earns the support and high regard of the NPC 
and government that in turn influence the latter’s deci- 
sions. As Mao Zedong said: “The so-called leadership 
authority is not a slogan we shout day and night, nor can 
we arrogantly expect that others will therefore obey us; it 
is the party’s correct policy and our own exemplary work 
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of educating and persuading people outside the party 
that lead them to willingly accept our ideas and sugges- 
tions.” The leadership power discussed therein refers 
mainly to leadership authority, and not to any power 
based on condition of obedience. 


B. Political Rights (But Not Power of State) of the Party 
in Power 


The party in power has the right to make suggestions 
concerning major policy directions of the state, drafting 
of statutes and revision of the constitution; it has the 
right to exercise democratic supervision (not autocratic 
supervision) over the work of the NPC, the government 
and government personnel; it has the right to recom- 
mend candidates for appointment by the NPC as gov- 
ernment leaders and officials. Some of these rights are 
also exercised by the citizens and other democratic 
parties, but the rights exercised by a leading party which 
is also the party in power have what may be called “‘the 
highest gold content”; some of these rights such as the 
rights to recommend constitutional revision and 
appointments of leading cadres (but not their dismissal) 
have in reaiity become customary rights under the con- 
stitution, and these are the special rights enjoyed by the 
party in power in particular. 


All democratic nations practise political party politics, 
but as political party systems are generally not explicitly 
defined in the constitutions, political parties are there- 
fore [guided by] what may be called “potential constitu- 
tion.” In national assemblies, coordination and action 
under the leadership (manipulation) of political parties 
have become customary constitutional practices, which 
indicate that “potential rights” do exist. Although 
China’s constitution, in its preface, affirms the leader- 
ship position of the CPC, it does not explicitly spell out 
the CPC’s powers and rights. The rights exercised by the 
CPC in the NPC are based on the “rights by inference” 
principle, as these rights are derived from the constitu- 
tion. 


C. Transformation of the Right or “Potential Power” of 
Political Party into the Power of State 


[passage omitted] Any political party in power does not 
exercise the power of state directly, but does so indirectly 
through the party organization and members in the 
assembly and government; the will of the party is thus 
transformed into the will of the state and, through legal 
procedures, into the law of the land. As discussed by 
Lenin, this means that the Communist Party as the 
“leadership force’ in the “proletariat dictatorship 
system” goes through or relies on the Soviets and other 
such organizations as “conduits” or “pillars” to carry 
out proletariat dictatorship. The work report of the 14th 
CPC Congress noted that: “The main method by which 
the party exercises political leadership in the affairs of 
the nation is to transform the party’s position into the 
will of the nation through legal procedures.”’ In addition 
to using political influence, persuasion and propaganda 
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in the NPC (or government) through the party organiza- 
tion and personnel to transform the party’s position into 
the position and power of the state, the CPC can also 
directly utilize its constitutional right to transform [it’s 
authority] into the power of state in accordance with 
legal procedures. This refers to using the method (right) 
of suggesting the party’s position to the NPC, and the 
latter accepting the suggested position and turning it into 
law in accordance with legal procedures, thus trans- 
forming [the party’s position] into the will and power of 
the state, and providing the basis for exercising control 
in the society in general. The CPC’s leadership (authority 
and right) vis-a-vis the NPC can be said to be a type of 
“indirect power” which, through the above- described 
“transformation” process, turns the societal authority 
and political right of the party into the controlling power 
of state. 


When the CPC recommends party cadres to serve as the 
country’s leaders, the latter come to hold in their hands 
definite powers of state. In some respects, the CPC 
exercises its leadership through these party cadres who 
are in direct charge of government administration. But 
the powers these cadres exercise are not granted by the 
CPC but by the NPC. Nevertheless, it can be said that 
they are a channel through which the CPC’s leadership 
authority is transformed into the power of state. 


D. The Party’s Leadership Authority Vis-a-Vis Party 
Organization and Members Within the NPC is Direct 
Power 


In the body politic, one cannot say the “the CPC leads 
the National People’s Congress,” but in terms of the 
party organizational system, however, one can say that 
“the party leads the work of the NPC.” The latter phrase 
is commonly used in party documents. It refers to the 
fact that party Central Committee and regional party 
committees, by working through the party organization 
and party members serving as delegates to the NPC, can 
carry out the party's positions and directives and influ- 
ence decisions of the NPC. The nature of this type of 
leadership in the NPC is one of guidance, not command. 
The CPC cannot issue orders to the NPC, the party’s 
leadership authority is not the authority to rule, and 
CPC Central Committee and regional party committees 
do not have any superior to subordinate relationships 
vis-a-vis the NPC organization; leadership authority 
(political leadership and decision-making authority) is 
not the same as power to decide, and while policy 
direction can be shaped by Party Central, the final 
decision rests with the NPC. The party, however, does 
have jurisdiction and exercises supervision over the 
party organization and members in the NPC. Going 
through the party organization, the CPC can command 
and issue directives to the party cadres serving in party 
organization in the NPC. The party’s decisions to act 
through the latter are in the form of command and carry 
the power to compel implementation; these must be 
obeyed and carried out by the party organization and 
members in the NPC. At the same time, before submit- 
ting any key decisions and important legislation for 


SOCIAL 63 


review and enactment in the NPC, the party organiza- 
tion in the NPC should submit these first to Party 
Central or regional party committees for review and, 
with their concurrence, then forward these to the NPC 
for final discussion and passage. For example, on cases of 
constitutional revision and drafting of legislation, Party 
Central Committee requires that, in the former category, 
the party organization in the NPC Standing Committee 
must first submit a constitutional revision proposal to 
the Politburo for review, and after further review and 
final approval by the entire Central Committee, then 
submit the draft in behalf of the Central Committee to 
the NPC. On political legislation and draft statutes on 
important economic or administrative matters, the party 
organization in the NPC Standing Committee should 
report these to Party Central for review and concurrence 
by the Politburo Standing Committee or the entire 
Politburo membership. As for the particularly important 
political, economic and administrative draft statutes, 
these should have the concurrence of the entire Central 
Committee before they are turned over to the NPC for 
debate and discussion. On general laws and administra- 
tive regulations, where necessary, these can be submitted 
first to the Politburo Standing Committee for discussion. 
The review and concurrence steps by Party Central are 
required procedures in the party, but these do not 
constitute the final decision. The power to make final 
decision still rests with the NPC which can change and 
amend [before final passage]. In the case of the 1982 
draft constitution, it was examined and reviewed eight 
times in the Politburo before it was submitted to the 
NPC constitutional revision committee where many 
more important revisions and amendments were made. 


Party recommendations to the NPC (and government) 
for appointment of leading cadres are the organizational 
guarantee that the party's leadership in the affairs of the 
state can be carried out and that its position of the party 
in power can be maintained and strengthened. With 
respect to this, the CPC Central Committee has docu- 
mented the required procedures. The procedures empha- 
size that in selecting national leaders, the candidates 
must be screened and approved by the Central Com- 
mittee before they are recommended to the NPC, and 
they must be appointed strictly on the basis of relevant 
legal regulations and procedures. As for personnel rec- 
ommendations of regional party committees, the latter 
should inform the party organization in the NPC 
Standing Committee of their views toward the personnel 
assignments and the basic considerations concerning the 
selection of the candidates. Before the candidates are 
selected by the NPC through legally defined procedures, 
personnel appointments cannot be announced in the 
name of [regional] party committees. 


There is however a problem in this regard: if the party’s 
policy position or personnel appointment recommenda- 
tion is at variance with the view of the NPC, and NPC 
delegates do not accept the party’s recommendations, 
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what should be done? This can happen under several 
kinds of situations and there are several ways of dealing 
with it: 

1. If the party’s position is correct and legal, the party 
organization and members in the NPC should engage the 
non-party delegates (or committee members) in a dia- 


logue and persuade the latter to agree with the position 
awaiting NPC passage. 


2. If there are improper or inappropriate elements in the 
party’s political position or personnel recommendation, 
the party organization in the NPC should accurately 
convey the views of NPC delegates to Party Central or 
regional party committee, and ask that the inappropriate 
portions be revised before working for NPC passage. 
Party Central's documents specify that NPC delegates or 
NPC Standing Committee members have the night to 
submit contrary views on personnel appointments rec- 
ommended by Party Central, and the latter should 
consider these views seriously. If the contrary views are 
reasonable, the personnel recommendations should be 
reconsidered; but if the recommendations cannot easily 
be changed, or if the contrary views are considered not 
comprehensive or at variance with the facts, then Party 
Central should patiently explain and elaborate; if a 
majority of delegates or committee members still do not 
agree, they cannot be asked against their will to vote 
affirmatively. When the candidates recommended by 
Party Central are not approved by the NPC, it does not 
mean the party's leadership is weakened for it may even 
be strengthened in some circumstances. With the NPC 
having the final say, the cadres appointed will have the 
support of the people, and this will help strengthen the 
party’s leadership and raise the NPC’s prestige. In point 
of fact, in recent years only about two percent of the 
candidates recommended by regional party committees 
have failed to gain NPC approval, which is considered 
normal. 


3. If a [regional] party committee’s decision or personnel 
recommendation is wrong or illegal, and the NPC as well 
as the party organization and members in the NPC 
submit their contrary views but still fail to convince the 
party committee, the NPC has the power to veto the 
proposal in accordance with the law and wishes of the 
people. As Liu Shaoqi noted in 1962: “Do not suggest 
that administrative organs must absolutely obey party 
committee leaders at all levels. If the latter disregard the 
law, they should not to be obeyed. If a regional party 
committee’s decision is at variance with the law and 
Party Central's policy, which ones should be obeyed? 
Under such circumstances, [both] the law and Party 
Central's policy should be obeyed.” NPC delegates and 
committee members who are party members can cast 
their veto against such illegal decisions. This is a system 
which ensures not only application of the constitution 
and law as well as Party Central's policy in local areas, 
but also protection for the exercise of local autonomy. As 
for documents of a legal nature or personnel appoint- 
ments approved through legal procedures by the NPC 
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and its Standing Committee which may be at variance 
with a regional party committee's decisions, the regional 
party organization and members should obey the NPC 
decisions and not disregard any decision without autho- 
rization [by higher party authorities]. 


4. When a position advocated by the party is correct but 
the NPC delegates or the broad masses of people, for 
whatever reasons, cannot be accept it at the particular 
time, and the party is unable to persuade them to accept 
it, then the party should withdraw its position and, at the 
same time responding to the will and demand of the 
people, allow the NPC to act on decisions and laws 
which matter to the people. Lenin had also done this. 
[passage omitted] This does not, however, imply that the 
party has abandoned its leadership authority. On the 
contrary, only by acceding to the wishes of the people 
can the party stay in touch with the people, and for the 
party’s leadership position to have the support and 
backing of the people. 


III. Discussion of Various Formulations on This Issue 


Published writings have set forth different formulations 
and have taken different positions on the CPC-NPC 
relationship and the substantive issue of the Party's 
leadership authority, some of which may appear to be 
reasonable [but in fact not] and these warrant some 
discussion. 


Formulation one: “The CPC relates to the NPC as the 
ruling power relates to its ruling instrument.”—This 
equates the leadership strength of democratic dictator- 
ship of the people or the proletariat with the power to 
rule, and the party’s leadership with “the party’s dicta- 
torship”; it turns the NPC into the party’s “ruling 
instrument,” and clearly deprecates the supreme consti- 
tutional position occupied by the national and regional 


people’s congresses. 


Formulation two: “The party is the soul of the NPC, and 
the NPC is the channel for the party's leadership.” —The 
NPC represents the will of the people and is the organ of 
state power; its “soul” is the people’s will and interests. 
Because the NPC accepts the party's political Jeadership, 
the decisions and laws the NPC adopts represent unifi- 
cation of the party’s position and the people’s will. But if 
the party's lines and policies are at variance with the 
people's will and interests (and such phenomena were 
seen during the Great Cultural Revolution), this unity 
can be destroyed. Using the “soul and channel” analogy 
to describe the relationship between the party in power 
and the NPC appears to be as inappropriate as the 
above-cited formulation. 


Formulation three: “Organs of state power are the inter- 
mediaries which unite the will of the party and the will of 
the people.”"—The NPC can serve this function, but it 
cannot be downgraded to be only a link or intermediary 
between the party and the people. The party is a part of 
the people (the vanguard part), and the party's will is also 
a part of the people’s will (the part which exercises 
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leadership function). The NPC, representing collectively 
the wills of all peoples (including that of the party in 
power), is therefore the highest organ of state power and 
the organ through which the people express their will; it 
cannot serve only an “intermediary” function. 


Formulation four: “NPC’s work is under the party's 
instruction,” “and the NPC unifies the responsibility 
toward the party with responsibility toward the peo- 
ple.”—The NPC is elected by the people, its power is 
granted by the people, and all the NPC work is done 
under the people’s instruction; it is responsible to the 
people and functions under their supervision. Because 
the party exercises leadership in the work of the NPC, 
much of the guidance for this comes directly from the 
party in power as if the work is done “under instruction 
of the party,” but as the party’s decisions are shaped by 
or based on the people’s will and interests, the ultimate 
source [of instruction] therefore is the people. As for the 
NPC, the nation’s supreme organ of state power, the 
constitution only stipulates that it is responsible to the 
people, and does not specify it is responsible to the party 
in power. (Supporting the party's leadership and being 
responsible to the party are two different things, the 
former is based on political faith, while the latter is duty 
under the law.) Only the party organization and mem- 
bers in the NPC are responsible to both the party and the 
people, in this respect there is unity. On the other hand, 
the party in power not only leads the work of the NPC 
but also receives supervision from the NPC within the 
framework of the constitution and law; in this respect, 
there is also unity. 


Formulation five: “Organs with the power of state 
should accept the party’s leadership politically, ideolog- 
ically and organizationally."—The party’s constitution 
stipulates that the party’s leadership is mainly political, 
ideological and organizational leadership; this refers to 
leadership in the society as 2 whole but applies specifi- 
cally to the party’s own organizational structure. As for 
the organs with state power, as the work report of the 
13th CPC Congress pointed out: “the party’s leadership 
is political leadership, that is leadership in terms of 
political principles, political directions and important 
political decisions, and leadership in terms of recom- 
mending appointment of important cadres to serve in 
administrative organs of the state.” The party cannot 
organizationally be the organ of leadership in the NPC. 
The party only exercises organizational leadership vis- 
a-vis the party organization and members in the NPC. 
(Naturally, if “organizational leadership” is interpreted 
to mean supporting and assisting the NPC in such areas 
as effectively electing the delegates and the country’s 
leaders and supervising the government, then the orga- 
nizational and coordinating work obviously serves a 
leadership goal.) 


Formulation six: “People congresses at all levels should 
be guided and supervised by party committees at corre- 
sponding levels.”—This formulation obscures or mixes 
up two different types of relationships, the party’s lead- 
ership vis-a-vis the party organization in the NPC and 
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the party’s leadership vis-a-vis the NPC as an organ with 
state power. In the former, the overall leadership 
includes political, ideological as well as organizational 
leadership; in the latter, leadership is limited to political 
and ideological leadership. Organizationally, regional 
people’s congresses and regional party committees do 
not have any superior-subordinate relationships. At the 
same time, any supervision [involved in their relation- 
ship] is mutual and not unilateral. 


Formulations such as the above are numerous and need 
not all be recounted at length here. Some of the one- 
sided and incorrect viewpoints come from certain con- 
tradictions in the relations between local party commit- 
tees and regional people’s congresses, including the lack 
of coordination and even abuse of authority; these are 
the origin of such argument as letting the party take over 
the role of government (political power), and using 
power to suppress law. The most important reasons [for 
such contradictions] are the lack of consensus on how to 
correctly interpret the party’s leadership authority, and 
the one-sided and muddled thinking of equating the 
party’s leadership authority with the power of state, and 
even more than the power of state. 


In order to firmly maintain and perfect the party's 
leadership, the CPC has more than once called for the 
“separation of party and government.” But in the past 
this was only explained in terms of “separating the 
functions of party and government,” emphasizing that 
the party in the main should exercise “party's leader- 
ship” in the work of all government organs in terms of 
providing policy direction, but not interfering in the 
minute and complex aspects of the administrative work 
of state organs, that the party should not involve itself 
with questions in the area of law, etc. These issues are 
extremely important and need to be addressed. But the 
problems which have surfaced in this regard are trace- 
able to a muddled understanding of [the nature of] 
“leadership authority.” The key substantive issue in the 
non-separation of party and government is the non- 
differentiation of administrative power of the party in 
power (political administrative power) and sovereignty 
of state (power to rule), and the non-separation of the 
party’s leadership authority and right from the power of 
state. The crux of the matter in separating the party and 
government is the “separation of authorities and func- 
tions,” not merely the “separation of functions.” As this 
article argues at the beginning, the party’s leadership 
authority is mainly political authority, political influence 
(or societal authority) and political right. Although the 
party is a form of “potential political power.” it must go 
through a transformation process before the party's 
position can be turned into the will of the state through 
defined legal procedures and becomes the power of the 
state. 


If the party’s leadership authority is equated with the 
power of state, then it would mean that the NPC its 
placed under the authority of party committees in a 
subordinate-to-superior or obedience-to-command rela- 
tionship, equating the party's will with the will of state, 
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or even personal views of a party committee secretary, 
with the will of state. Under such circumstances, exces- 
sive interference and usurpation of functions can hardly 
be avoided; it would be turning the party’s power into 
the power of state, equating the party’s decisions with 
decisions of the NPC, and creating easily a situation of 
power suppressing law; and when a NPC decision is not 
in accord with a party committee’s decision, there would 
be charges of NPC’s “agitating for independence from 
the party,” “nonobedience of party’s leadership,” or 
“using law to counter the party,” etc. 


If the party’s leadership authority is interpreted to mean 
that party committees enjoy greater power of state than 
the NPC, then it would mean deprecating the NPC as the 
organ with power from the people and its supreme 
constitutional position, obstructing the most important 
channel for cementing relations between the party and 
the people, and endangering the party’s support of the 
people to be masters of their country; in the end, the 
party’s leadership far from being strengthened will be 
diminished. 


On the other hand, if because the party’s leadership 
authority cannot be equated with the power of state that 
the party's leadership in the work of the NPC is ignored 
or abandoned, or if because the NPC and the party 
organization and members in the NPC do not actively, 
positively and consciously support and rely on party’s 
leadership that the NPC work loses its political direc- 
tion, then the NPC would find it most difficult to 
exercise its power and to function as the organ which 
truly represents and protects the will and interests of the 
people. and the whole people’s congress system would 
become no more than an empty shell. These [eventuali- 
ties} we must also do our utmost to guard against. 
[passage omitted] 


Three-Stage Prison Reform Plan Detailed 


94C'\10317B Hong Kong KUANG-CHIAO CHING 
[WIDE ANGLE] in Chinese, No 260, 16 May 94 
pp 26-28 


[Article by Leng Mou (0397 4188): “Judicial Authorities 
Proceed in Three Stages To Reform China’s Prisons’’] 


[Excerpts] In 1994, China intends to build new modern 
and ethical prisons and reform-through-labor institu- 
tions in Beijing, Tianjin, Shanghai, and Guangzhou. 
China’s Ministry of Justice has drawn up a “‘“Three-Stage 
Plan” for the construction of modern, ethical prisons 
and reform-through-labor institutions, so that by the end 
of this century, 80 percent of China’s will be modern, 
ethical prisons and reform-through-labor institutions. 


The purpose of implementing the said plan is to enhance 
the management and the reform objective in prisons and 
reform-through-labor institutions, and to safeguard the 
rights and interests of inmates at the reform- 
through-labor for criminals and reform-through-labor 
for juveniles institutions. At present the number of 
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inmates in Chinese prisons and reform-through-labor 
institutions comes to 1.2 million. At the same time, 
approximately 300,000 prisoners have served the full 
term of their sentences and return to society. Whether 
these people have been really reformed is a question that 
has a direct impact on public order in China. 


China’s Minister of Justice Xiao Yang [5618 2254] said: 
The composition of criminals has greatly changed these 
days; ordinary crimes have increased, economic crimes 
have increased, crimes by public servants have 
increased, crimes by juveniles have increased. On the 
other hand, the composition of inmates of the reform- 
through-labor institutions has also changed, work at 
these institutions has become more difficult, and tasks 
there have become more arduous and more strenuous. 


In deepening the reform of supervision and control of 
prisons and the reform through reeducation, the con- 
struction of modern, ethical prisons and reform- 
through-labor institutions has become a real necessity in 
China. Luo Gan [5012 1626], counselor of the State 
Council and deputy secretary of the Commission for 
Politics and Law, directed all judicial agencies in charge 
of the two types of reform-through-labor institutions: 
Educative reform shall be substantially expanded, stan- 
dardized management of prisons and reform institutions 
shall be strengthened, installations and equipment of 
prisons and reform institutions shall be modernized, 
observation of law-based principles and processes at the 
two types of reform institutions shall be strengthened, 
and modern, ethical penal institutions shall be devel- 
oped in which legal principles and processes are fully 
observed, where execution of law is strict and clear, 
where administration is ethical, and where all equipment 
is excellent. 


At the All-China Conference of Directors of Provincial 
Judicial Departments and Wardens of Reform Institu- 
tions, Xiao Yang elucidated the ‘““Three-Stage Plan”’ for 
the construction of modern, ethical prisons and reform 
institutions: 


In the first stage, the provinces, autonomous regions, and 
centrally controlled municipalities, which are compara- 
tively better off, shall, before the end of 1996, concen- 
trate a substantial part of their resources on the construc- 
tion and renovation, as priority projects, of one to two 
prisons and reform institutions. At the beginning they 
shall aim at a high level of perfection and work to strict 
standards, so that on completion the structure will be of 
top quality. 


During the second stage, most provinces and autono- 
mous regions shall strive to complete construction, 
before the end of 1997, of one to two modern, ethical 
prisons or reform institutions. 


In the third phase, 80 percent of the entire country’s 
prisons and reform institutions shall have been built by 
the end of the century as modern, ethical prisons and 
reform institutions. As to the use of funds, these projects 
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should be supported as key projects, and funds concen- 
tratedly applied to these key projects. 


The Ministry of Justice will work out structural stan- 
dards for these modern, ethical prisons and reform 
institutions, and will institute for that purpose appraisals 
through comparisons and organize the assigning of 
names to the buildings. The standards for the construc- 
tion of these modern, ethical prisons shall incorporate 
the following: 


1. They shall be socially beneficial, of high architectural 
standards, and result in a low rate of recidivism; 


2. Prison administration shall have modern equipment, 
i.e. prison walls, electric wires, cells, etc. shall all meet 
the standards set by the ministry of justice. Prison 
administration and educative reform shall use on a large 
scale microfilm equipment (wei ji) and electrified 
teaching methods, and shall also be equipped with tele- 
vised supervisory controls, alarms, anti-riot equipment, 
traffic and communications equipment, which all shall 
meet the basic operational needs. 


3. Administration shall be in accordance with the law, 
strict, ethical, and scientific, pursuing a humane policy, 
and according to law safeguarding the legitimate rights 
and interests of the prisoners, instituting separate 
imprisonment, individual control, and individual educa- 
tion. 


4. Educational reform, vocational education, legal edu- 
cation, and general education shall be effective and 
achieve success. 


5. The location of the reform institutions shall be ren- 
dered park-like, with a beautiful, clean, and tidy envi- 
ronment. 


6. The educational level of prison guards shall be fairly 
high; they shall be strict, clear, and definite in the 
enforcement of law, honest in the performance of their 
duties, and efficient in their services. 


Also all future construction of modern, ethical reform 
institutions shall observe the above-listed six conditions. 


Execution of the “‘Plan”’ for ethical penal institutions is 
facing many difficulties, and the main difficulty is the 
financial pressure. At the end of 1993, the State Council 
called a meeting at the premier’s office, specially to hear 
a report on the two types of reform institutions and to 
study ways of solving the economic difficulties of these 
institutions. It was then decided that cadres and guards 
at these institutions should “benefit from the emperor’s 
munificence,” as the saying is, i.e. that the national 
budget shall make provisions for payment of their sala- 
ries and for all administrative expenses of the prisons. 


Ata recent All-China Work Conference of Secretaries of 
Commissions for Politics and Law, the CPC Secretary 
General Jiang Zemin pointed out: We must ensure that 
political and judicial agencies will indeed “‘benefit from 
the emperor’s munificence.”” They must be guaranteed 
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full support for all their technical equipment and mate- 
rial requirements, including salaries, medical expenses, 
and administrative expenses. In this question, we shall 
also decide on a responsibility system, and party and 
government shall join in assuming responsibility for 
implementation. In short, in our political and judicial 
work there must only be heightened endeavor, and never 
any weakening. 


Where is the money to come from? The needed financial 
and material resources will have to rely on a reform and 
improvement of the economic system of the two reform 
institutions. In 1994, the Central Committee on Politics 
and Law set forth several large-scale measures: 


1. Administrative expenses for prisons and reform insti- 
tutions are to be included in the budgets of the central 
government and the local governments. The past system 
of temporary subsidies for special operational expenses 
of prisons and reform institutions shall be changed to a 
system of including these expenses in the regular budgets 
of the central government and the local governments, 
and to provide for annual increases. 


2. Investments for construction are to be included in the 
state plan. Investments for construction of prisons and 
reform institutions for which the central government 
and the local governments have presently allocated 
funds shall be substantially increased in the Ninth Five- 
Year Plan (1996-2000). 


3. Enterprises operated by the two types of reform 
institutions shall benefit from a preferential tax policy 
and shall be exempted from income tax. 


4. The management of enterprises operated by reform 
institutions shall be improved, their economic efficiency 
shall be raised, in line with the special characteristics 
appertaining to reform work, gradually building up a 
system of modern enterprises within the reform system. 


5. Macro-control over the reform institution economy 
shall be strengthened and improved. 


6. In the management system of the reform institutions, 
the present “all-round contract system” is to be changed 
to a method in which administrative expenses for the 
prisons and reform institutions are included in the 
common government budgets, while the production and 
business funds are to be included in the budget for the 
operation of national assets, both are to be managed 
separately. 


The primary criteria laid down by the Ministry of Justice 
for modern, ethical prisons and reform institutions 
demand that they shall be of benefit to society, that good 
results be achieved in the reform, and that the rate of 
recidivism be low. In recent years, the results of 
reforming and educating criminals in prisons and 
inmates in reform institutions have not been very satis- 
factory, which fact shows up in a high rate of recidivism, 
which in turn is a serious threat to social security. 
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According to statistics, in a certain city of Shandong 
Province, during the period from August 1983 to August 
1993, somewhat over 10,000 prisoners were released 
from prison, having served their sentences. Of these, 
6,000 returned again for reform through labor. Most of 
them turned over a new leaf, but there were also those 
who reverted to their former “professions,” making up 
the main element and mainstay of habitual criminals. 
According to the statistics of three wards of the said city, 
14.7 percent of criminals earlier released from reform 
institutions into society on completion of sentences later 
returned for having offended again. They made up 22.97 
percent of the total prison population. 


There are many reasons for a high rate of recidivism, and 
one important one is the inadequacy of the educative 
reform. 


The problem in some reform institutions is that the 
quality of cadres and guards is low, the police force is 
inadequate, the educational means are backward, while 
the general difficulty of reforming criminals has 
increased. 
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Experts on the subject, who have studied recidivism of 
prisoners in the big cities, have pointed out that recidi- 
vism of criminals is showing the following characteris- 
tics: 


1. An increasing degree of subjective evil nature, their 
growing recklessness, and their losing all fear of legal 
consequences. 


2. Increase of violent criminals, who are apt to continue 
their reckless behavior after release from prison. 


3. Escalating seriousness of crimes committed. Inmates 
who have returned after committing new crimes, had 
been subjected to education through labor for their first 
offences, but their next offence will have them punished 
for a crime that is much more serious. The first offence 
may have been theft, but the next will be robbery and 
murder, and not a few will end up being executed. 


4. Gang crimes are increasing. Becoming “pals” during 
their stays in reform institutions, these criminals will 
band together after their releases into gangs and commit 
crimes; these crimes are mostly of a vicious nature, 
seriously endangering society. 
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SOUTHWEST REGION 


Commentary on Environmental Protection in Tibet 


94CM0331A Lhasa XIZANG RIBAO in Chinese 
2 May 94 p1 


[Commentary by staff commentator: “Do A Good Job 
Protecting the Clean Land of the West’’] 


[Text] Our lovely Tibet, located on the largest plateau of 
the world, is known as the “roof of the world” and the 
“third pole of earth.” Tibet is unique in the world 
because its average altitude is above 4000 meters, its 
natural landscape is unusual, and its products are abun- 
dant. Lofty ice and snow covered mountains rise into the 
clouds. Deep and quiet canyons and gorges twist and 
turn. Blue lakes are scattered everywhere. Rivers roar 
with mighty waves beating the shore. Immense forest 
stretch endlessly with green peaks rising one higher than 
another. Grassland are vast with fat cattle and sheep. 
With boundless fertile land, fragrant highland barley, 
plus abundant hydraulic power, mineral, forest, plateau 
species and resources and special nationality, religion, 
and humane environment, Tibet has always been con- 
sidered by the world as an extremely beautiful and 
mysterious place. Since the ecosystem of this area is well 
protected, Tibet is considered as the “clean land of the 
west.” 


To survive, develop the economy, and improve living 
standards, people should, on the one hand, develop and 
utilize natural resources to the benefit of mandkind and, 
on the other hand, rationally utilize resources, try to keep 
the harmoney between man and nature, carefully main- 
tain the ecological balance, and do our best to protect the 
natural environment. This is an important life- 
and-death issue concerning benefits to mankind and 
many future generations. Protection of environment and 
ecosystem is considered by all men with insight as an 
urgent issue for the protection of humans themselves. 
Because once earth’s ecosystem is totally destroyed, 
unexpected catastrophe such as death of earth and 
destruction of mankind will occur. This is not alarmist 
talk. The expansion of holes in ozone, the warming effect 
caused by large accumulations of carbon dioxide, and 
water and air pollution, which now exist, have caused 
many disasters already. Only by constantly maintaining 
the ecological balance on earth and conscientiously pro- 
tecting earth’s natural environment to prevent it from 
great destruction can humans exist and survive on earth 
for a long time to come. This is an important issue 
concerning the immediate interests of every habitant on 
earth and the survival of mankind. Because of this, we 
should all be concerned, pay attention to this important 
issue, and make efforts to contribute our part. 


Since liberation, thanks to the correct leadership and 
great attention of the party and government and thanks 
to the concerted efforts of the people in the region, the 
ecological balance in Tibet is fairly well maintained and 
the natural environment is also fairly well protected. 
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Natural landscapes, animal, and plant resources have 
not had much change. Water and air have not been 
polluted either. The sky is still blue and water is still 
clear. The habitat of different species and food chain 
remain the same. This is a matter for rejoicing. 


XIZANG RIBAO today published an investigation 
report of Gongbujiangda County on environmental pro- 
tection, providing further proof to a job well done in the 
environmental protection of the Tibet Region. Most 
timber cut by this county in a year accounts for less than 
1/2000 of the total amount of standing live trees. This 
county also plants more than 100,000 trees a year and 
has managed to set a record of no forest fire for 9 
consecutive years. Wild animals have been well pro- 
tected and wild animal resources have been restored. 
The success of this county in optimizing the natural 
environment and protecting naturai resources has pro- 
vided a reasonable insurance for utilizing the environ- 
ment and rational resource development. By so doing, 
this county has also brought real benefits to the people 
and enabled an impoverished county to start on the road 
to wealth. 


As a matter of fact, our entire region of Tibet, not just 
one Gongbujiangda County, has done a great deal of 
work and made outstanding achievements in environ- 
mental protection. In the past 30 years or so since the 
democratic reform, the party, government, military, and 
people have insisted on forestation in all suitable areas of 
our region, creating 350,000 mu of forest areas and 
planting over 60 million individual trees on roadside and 
river banks. In the last 10 years, the Tibet Autonomous 
Region has established 13 natural reserves, covering a 
total of more than 200,000 square kilometers. At the 
same time, our region has also done a great deal of work 
in industrial pollution control. Some plants, mines, and 
enterprises which are likely to cause pollution have 
adopted environmental protection and anti-pollution 
measures according to state environmental laws. 


This does not mean that we are perfect and have no 
problems in this regard. On the important issue of 
environmental protection, we still have to do a lot of 
work and find solutions to many problems. For instance, 
some enterprises of the forest industry lag behind on 
slash regeneration. Some industrial and mining enter- 
prises have not completely resolved their problems with 
three wastes (waste water, waste gas, and industrial 
residue). Although the wild animal protection law has 
been enforced, poaching incidents still occur now and 
then. Some areas have suffered some degree of forest fire 
damage due to neglience in prevention. All this requires 
that we learn from Gongbujiangda County, mobilize 
everyone from leadership to the masses to attach great 
importance to environmental protection, regard it as a 
major issue, and make persistent efforts to do a good job. 
We also need to establish necessary permanent organi- 
zations, have specific people attend to real issues with 
real measures. We need to have rules and regulations to 
restrict people’s actions, reward and penalty systems to 
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arouse people’s enthusiasm, and review andenforcement _Let us take action to preserve forever this clean land of 
measures to turn environmental protection slogans into the west and allow this extremely beautiful land to 
practical and effective actions. shimmer with mysterious and enticing colors. 
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Editorial Views Economic Revitalization 


94CE0571A Taipei CHUNG- YANG JIH-PAO 
in Chinese 15 Jun 94 p 4 


[Editorial: “Be Resolute To Revitalize Our Economic 
Activities and Scale New Economic Heights Again”} 


[Text] Statistics covering May exports published recently 
by the Ministry of Finance show that the total export 
volume reached $8.5 billion, hitting a record high. 
Seeing this, both experts and the government appear to 
be confident again, saying that this is a sign of a 
revitalized economic growth and a result of the govern- 
ment’s southward policy. All of a sudden, the situation 
has become optimistic in contrast to the cloudy atmo- 
sphere when the April statistics published by the Direc- 
torate General of Budget, Accounting, and Statistics 
revealed that our export growth rate increased only 2.3 
percent over a year ago, and the trade surplus was a mere 
$590 million, down 66.8 percent from the same period of 
last year. Has our economy really taken a turn for the 
better? More important, does our economic system 
remain sound? 


If we make an unbiased examination of our economy, it 
will not be hard to see that many of our economic 
indicators have already given a red light. For instance, 
our country’s trade surplus has declined sharply in recent 
years, from $13.3 billion in 1991 to $9.4 billion in 1992 
and $7.8 billion in 1993. This year it may drop further to 
$2 billion. To an export-oriented economic entity, we 
cannot say that this does not cause alarm. The main 
reason for this is our slow export growth. The year 1992 
saw an export growth rate of 7 percent, but it fell to 4.3 
percent in 1993. For the first five months of 1994, the 
rate further declined to 3.1 percent. Sluggishness in 
export growth reflects that our products are less compet- 
itive. The reason behind the decline in product compet- 
itiveness is higher production costs. Why is the rise in 
production costs? Primarily, it is due to non-economic 
reasons. 


To sum up, there are five non-economic reasons: 


One is the high land price. As far as the popularity and 
seriousness of land speculation and the skyrocketing 
land price are concerned, Taiwan surpasses any other 
region in Asia, except Hong Kong. Land is the founda- 
tion for all industries. A high land price, of course, adds 
to production costs. This is one of the reasons that many 
industrial plants in Taiwan have moved away from the 
island. Unfortunately, this problem has existed for many 
years, and the government seems to be at the end of its 
rope to find a solution. Moreover, the land price has a 
tendency to become increasingly unstable. Especially 
with a steady rise in the published government-assessed 
land price, it appears all the more difficult to stabilize the 
price on the land market. 


The second reason is that the wage level is rising at a 
faster rate than productivity. Last year, for example, the 
workers’ wages went up 6.8 percent, while the labor 
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productivity grew only 3.4 percent. Under these circum- 
stances, our products can only become less competitive 
unless there is a marked improvement of their quality. 


In addition, the increase in costs brought about by the 
democratic syndrome has discouraged entrepreneurs 
from expanding their businesses. Take environmental 
protection protests as an example. Though the govern- 
ment has promulgated laws and regulations to restrict 
such activities, local residents have often encircled the 
factories to stage protests against environmental pollu- 
tion and demanded large amounts of money as compen- 
sation. Another example, some local governments have 
openly levied their own taxes. The central government 
authorities have said that such a practice is in violation 
of the law, but have no resolute and prompt measure to 
deal with the problem. As a result, the practice has 
spread, and now even some town governments have 
followed suit. Is this not a factor leading to an indefinite 
increase in the costs borne by enterprises? Still worse is 
that both the government and the public have either 
expressed sympathy with the weak or taken an indif- 
ferent attitude. Moreover, those running for election 
have vied to make promises of one kind or another in 
order to curry favor with the electorate and get more 
votes. Their promises include health insurance for 
everyone, old-age annuity, and other social welfare pro- 
grams. Inevitably, part of these social welfare expendi- 
tures have to be borne by enterprises. For example, it 
was proposed that 60 percent of the premium for the 
proposed health insurance for all be paid by the 
employer, and 40 percent by the employee. Now, some 
labor groups have demanded that the share borne by the 
laborer be reduced to 20 percent with the remaining 80 
percent to be paid by the employer. This means an 
increase in the employor’s burden. Isn’t this an increase 
in the costs of products? 


Inefficient government administration and slow and 
indiscreet legislation have also added to the costs borne 
by enterprises. For example, wholesale business like 
“Wankolung” [5502 1356 7127] was a trade the govern- 
ment tried to encourage. The government even planned 
to establish a “comprehensive industrial and commer- 
cial zone” to develop this kind of “supply business.” Yet, 
because of the snail’s pace of legislation in this respect, 
the plan aborted and some of the suppliers were forced to 
close down. Is this not another cost-increasing factor for 
enterprises? Furthermore, government departments are 
inefficient in exercising supervision, and their design 
and planning capabilities are insufficient. This has 
caused the poor quality, inappropriate design, or erro- 
neous planning of public utility projects, resulting in 
losses and waste. All these account for the gradual 
deterioration of the quality of our economy. 


Apart from the above, our electric power production is 
insufficient due to the obstacles met in building the 
fourth nuclear power plant. Whenever a shortage of 
electric power is experienced, our measure is to restrict 
the use of electricity, and big enterprises are always the 
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first one to be affected. In addition, negligence in water 
and soil conservation and poor work on environmental 
protection have resulted in a shortage of water resources, 
and we have to limit the water used by industries and bar 
the random pumping of ground water. This problem has 
not only produced the effect of subsidence of earth, but 
also caused the salinization of ground water. All these 
will become additional costs of production and worsen 
the production environment and conditions. As a result, 
the costs of products will soar and their competitiveness 
will decline. The is the chief reason for the drop in 
investment zeal and slowness in export growth experi- 
enced in recent years. It is worrisome that no action has 
been taken to correct these problems, nor has there been 
any sign that such action will take place. 


Similarly, it has been a long time since the proposal was 
advanced to build Taipei into a regional financial center, 
but so far no decision has been made to put this proposal 
into practice. Amid disputes and hesitation, time has 
slipped away. Today we are faced with the need to race 
with time. We should not only start an economic race 
within our own country, but should also engage in an 
economic race with the world, including the mainland. 
We should see clearly that Taiwan is an open but not 
large economic entity. Time does not wait for us. Instead 
of indulging in reminiscences of our proud economic 
growth in the past, we should be vigilant and resolute to 
work out a sound strategy for the revitalization of 
Taiwan’s economy. Only thus can we once again scale 
new economic heights. 


Newly Appointed Central Bank Governor Profiled 


94CM0351A Taipei TZULI WANPAO in Chinese 
29 May 94 p 2 


[Article by reporter Chiu Chia-yu (6726 0163 3842): 
“Liang Kuo-shu, the First Taiwanese CBC Governor’’] 


[Text] With his “incontestable education and experi- 
ence,” Liang Kuo-shu, born in Tsaotun Town, Nantou 
County, will ascend to the position of the governor of the 
Central Bank of China [CBC], thus becoming the first 
native of Taiwan filling that post. Some people say that 
Liang Kuo-shu missed many opportunities in the past to 
become the CBC governor or the minister of finance 
simply because of his “cannon” character—meaning 
that he speaks straightforwardly without reserve—and 
that the present appointment to the highest CBC post, 
though it came late, is all the more valuable to him. The 
next five years wiil be a transformation period for 
Taiwan's financial affairs. As a new CBC top leader, 
Liang Kuo-shu will take up the important responsibili- 
ties for developing cross-strait financial relations and for 
expediting Taiwan's financial internationalization and 
liberalization. 


Liang Kuo-shu, presently the board chairman of Chiao 
Tung Bank, is 64, much younger than the outgoing CBC 
governor Hsieh Sen-chung [Samuel Shieh]. Though not 
quite an elder, Liang Kuo-shu enjoys a lofty status, and 
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his words are often of great weight to financial circles 
and CBC. Now, he is promoted from the board chairman 
of Chiao Tung Bank to the governor of CBC, in the same 
way that Hsieh Sen-chung became the CBC governor. It 
is believed that he is the ideal person for the new post as 
far as his ability and fame are concerned. A review of the 
“history of competition” for the posts of CBC governor 
and finance minister shows that Liang Kuo-shu was 
often a strong candidate for the vacancy of the top 
financial or bank leader. However, the fact is that when 
Chang Chi-cheng left the post of the CBC governor five 
years ago, his successor was black horse Hsieh Sen- 
chung. Two years ago when former Finance Minister 
Wang Chien-hsuan resigned, the successor was Pai Pei- 
ying. And when Pai Pei-ying was relieved of his office 
before the reorganization of the cabinet, again the new 
finance minister was Lin Chen-kuo instead of Liang 
Kuo-shu. Having failed three times, Liang Kuo-shu 
tasted to the full the bitterness of disappointment. Many 
people expressed sympathy with him, seeing that his 
talent was repeatedly ignored. 


More often than not, Liang Kuo-shu’s straightforward- 
ness in words and deeds is offensive to certain people. 
But his straightforward advice has provided opportuni- 
ties for the reform and improvement of our country’s 
financial policy and contributed to our financial liberal- 
ization and internationalization. Perhaps, it was due to 
his cannon character—the same character as that pos- 
sessed by Wang Chien-hsuan—that some high-level offi- 
cials did not like him and, therefore, ignored his strong 
qualifications for the leading posts in financial and 
banking circles. As a matter of fact, in the election of new 
members of the KMT Central Committee at the party’s 
13th and 14th congresses, Liang Kuo-shu was nominated 
as a candidate. But, because he is a bookish rather than 
a sociable person, on neither occasion did he win a high 
place in the candidate lineup. This means that, if at that 
time he wanted to pave his way for a higher position in 
the government, he needed more support from the party. 
His present appointment as the CBC governor should be 
attributed to his 20-year outstanding performance in the 
financial field, which has finally won unanimous recog- 
nition by the high authorities. 


In Liang Kuo-shu’s official career, the person who first 
discovered and used his competence was former Presi- 
dent Chiang Ching-kuo. In 1974 when Chiang Ching-kuo 
was the premier, he assigned Liang Kuo-shu to draw up 
a “financial and economic reform plan.”’ That was the 
time of the first oil crisis. Actually, the “Plan for Current 
Economic Stabilization” promulgated by Chiang Ching- 
kuo was drafted by Liang Kuo-shu. Later, Liang Kuo-shu 
was transferred from the post of vice chairman of the 
Research, Development, and Evaluation Commission of 
the Executive Yuan to vice governor of CBC. In those 
days when almost all high-level officials were main- 
landers, Liang Kuo-shu, then 45, was the youngest and 
the first Taiwanese vice governor of CBC. From this, we 
can see how Chiang Ching-kuo valued Liang Kuo-shu’s 
ability. 
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Nonetheless, Chiang Ching-kuo was not the only one 
who valued Liang Kuo-shu’s ability. President Li Teng- 
hui also appreciates his academic achievements. In addi- 
tion, President Li and Liang Kuo-shu have, through their 
associations On numerous occasions, built a deep rela- 
tionship, which few people know. Liang Kuo-shu studied 
in the Junior Department of Tamkang High School, the 
same school attended by President Li, though the latter 
is much older than he. Liang Kuo-shu received his senior 
high education at the First High School of Taichung. 
After that, he entered the Department of Economics of 
Taiwan University. So he is a fellow alumnus of Presi- 
dent Li, who studied at the same university, majoring in 
agricultural economics. Furthermore, at Taiwan Univer- 
sity, Liang Kuo-shu attended a course taught by Li in the 
history of agricultural economics. So, for that short 
period, they had a teacher-student relationship. After 
graduating from Taiwan University’s Department of 
Economics, Liang Kuo-shu got a job in the Foreign 
Exchange Department of the Bank of Taiwan. But when 
Taiwan University founded the Graduate School of 
Economics, Liang Kuo-shu gave up his job as a Bank of 
Taiwan clerk and attended the new graduate school to 
further his study and later became one of the first-term 
graduates from that school. In 1963, Liang Kuo-shu went 
to the United States to study for his doctoral degree. 
After receiving his doctorate in economics, he came back 
to teach at Taiwan University and became a colleague of 
Li Teng-hui, who was also teaching at that university. 
From his college years to the period of studying abroad 
for the doctoral degree, Liang Kuo-shu was deeply 
engrossed in the study of economics, laying a firm 
foundation for the economic reform proposal he later 
offered to Chiang Ching-kuo. This is also the basis for 
him to become “President Li Teng-hui’s brain trust,” as 
so-called by the public. 


Liang Kuo-shu comes from a literary family in Tsaotun. 
His father was once a councilor of Nantou County. His 
mother admonished the seven children to study hard 
from their childhood—her earnest admonishment 
emphasizing the importance of education was rather 
exceptional in those years when education was not so 
popular among the Taiwanese natives. Liang Kuo-shu 
has been fond of study since he was a child. Even today 
he has a habit of burying himself in study. His bookcase 
and basement are filled with books on finance and 
banking in Chinese, English, and Japanese. For him, the 
great pleasure of life is to spend the leisure after dinner 
by sitting with his wife in the study to do some research 
or probe into the current economic policies and ques- 
tions. Immersed in the same field of study, he and his 
wife have often jointly published research papers and 
other academic works. 


Liang Kuo-shu’s wife is Hou Chin-ying, a renowned 
academic and a professor in the Department of Banking 
of Chengchi University. Hou Chin-ying is the fourth 
daughter of Hou Yu-li, a well-known wealthy man in 
Tainan. For this reason, people say that Liang Kuo-shu, 
a poor youth at that time, “married a fortune,” and this 
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saved him 30 year in carving out his career. Also, 
because of Hou Yu-li’s enormous property, it is said, this 
fourth son-in-law has become the board director of many 
listed companies. In fact, however, when Liang Kuo-shu 
was married to Hou Chin-ying, who was his younger 
fellow student in Taiwan University’s Department of 
Economics and classmate in the School of Economics, 
Hou Yu-li had not yet become rich. So the story of a poor 
student marrying a fortune is not true. Also, it was 
nothing improper that when Hou Yu-li had become rich, 
he gave some of his property to his daughter Hou 
Chin-ying as a gift. Rumors have it that Liang Kuo-shu is 
in possession of large amounts of Lientien and other 
listed stocks inherited from his father-in-law, and with 
these stocks, he is concurrently the board director of 
these companies. Because of such rumors, some people 
question how he can fill the post of the governor of CBC, 
an institution which should not be involved in any 
private interest and which is in charge of formulating 
monetary policies, usually affecting the stock market. 


With regard to this question, Liang Kuo-shu said explic- 
itly that the stocks left by his father-in-law were allocated 
shares that had not been sold for years, and now he has 
disposed of all those stocks. As for the Lientien, China 
Securities, and China Development stocks, he said, they 
are investments by Chiao Tung Bank. He contended 
that, as the board chairman of Chiao Tung Bank, he is, of 
course, the bank’s legal representative, but is not the real 
stockholder. He said that the real stockholder is Chiao 
Tung Bank, adding that all rumors are misinformation. 


Liang Kuo-shu himself is from a literary family. The 
beautiful family he and Hou Chin-ying built up hand in 
hand is also one of learning. Their children, two sons and 
two daughters, are all devoted to study, though it is 
interesting to note that none of them are majors in 
economics—the specialty their parents are at home in. 
The eldest daughter and son are doctors of mathematics 
and science respectively. They plus their parents are four 
doctors, making the Liangs a doctoral family. The 
youngest son is still studying in the United States, and 
the youngest daughter, unmarried, is also at school. 
Now, the eldest daughter, already married, has come 
back from abroad and settled in Taiwan. At one time, 
she was a professor of Tsing Hua University. The eldest 
son is in the United States, and each year Liang Kuo-shu 
and his wife would go there to visit their son’s family. 
Living with Liang Kuo-shu and his wife are their 
youngest daughter and Liang’s mother, who is over 80 
but still can hear and see well. The three generations are 
living happily together. Influenced by his mother, Liang 
Kuo-shu is a devout Buddhist believer. He is noted for 
his filial piety. When talking to his mother, he always 
speaks gently. To his doctoral wife, Hou Chin-ying, he is 
kind and considerate and often helps her do household 
chores, showing the warm-hearted side behind his stern- 
ness. 
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Editorial on Reducing Trade Deficit With Japan 


94CE0576A Taipei CHING-CHI JIH-PAO in Chinese 
10 Jun 94 p 2 


[Editorial: “Some Thoughts on Reducing Trade Deficit 
With Japan—A Discussion Starting From the Founding 
of the Holding Company”™] 


[Text] The holding company project promoted by the 
Ministry of Economic Affairs have received warm sup- 
port from business circles. A meeting will be held 14 
June to mark the founding of this company. The func- 
tion of the new company is to acquire Japanese technol- 
ogies for making key parts and components and transfer 
them to domestic manufacturers in need of such tech- 
nologies. Also, it will, through buying shares, invest in 
those manufacturing companies that are principal buyers 
of Japanese parts and components so that it will be in a 
rightful position to urge them to give priority to using 
domestically made parts and components instead of 
imports. All this is aimed at reducing our country’s trade 
deficit with Japan. Since 1956, our country’s trade 
deficit with Japan has been going up. In 1991, the deficit 
exceeded the amount of our exports to that country. Last 
year (1993) it reached $14.2 billion, hitting a record 
high. This figure was 1.6 times as much as our exports to 
Japan for that year, which totaled $9 billion. The above 
also shows that our exports to Japan were less than 40 
percent of our imports from that country. As the ROC- 
Japan trade imbalance is on the upward spiral, reducing 
the big trade deficit with Japan has all along been the 
target of the government's efforts over the past years. 
Measures taken include the Small European Plan, the 
arrangement for products made by Japanese-invested 
projects to be sold back to Japan, domestic manufacture 
of key parts and components, and a special committee 
formed two years ago known as the “Action Committee 
for Reducing Trade Deficit With Japan.” Yet the fact is 
that our trade deficit with Japan has not been reduced 
but has shown a tendency to grow faster. Obviously, the 
measures taken are not effective. As for the new holding 
company with technology transfer as its primary busi- 
ness, we do not know definitely at this time whether it 
will really break through the difficulty and produce 
effective results, but any new strategy that gives us a 
gleam of hope is worth trying. 


Theoretically, if a country maintains a general balance of 
payment in foreign trade with a small amount of surplus 
and if its economy shows a steady, sustained growth, its 
unbalanced trade with a particular country is not a very 
serious problem. In the past, for example, we used 
Japan's technology, equipment, materials, parts, and 
components to develop our processing industry and 
opened markets in the United States and Europe. As a 
result, we not only enjoyed an overall trade surplus, but 
achieved fast economic growth as well. At that time, we 
did not take our trade deficit with Japan as a serious 
problem. However, the situation has changed in recent 
years. While our trade deficit with Japan has continued 
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to soar, our exports to the United States have declined, 
resulting in a sharp drop in the trade surplus with that 
country. Moreover, our trade with Europe has shown an 
unfavorable balance instead of a favorable balance as in 
the past. For these reasons, our overall trade surplus has 
shrunk by a big margin. Were it not for a big rise in our 
exports to Hong Kong (including the Chinese mainland), 
and accordingly a big increase in our trade surplus with 
that region, we would suffer an enormous unfavorable 
balance in our external trade. All these make the big 
trade deficit with Japan an important and urgent ques- 
tion to be resolved at the present stage. 


In the past, all measures to reduce the trade deficit with 
Japan were actions on the part of the government only. 
Private businesses were not enthusiastic about those 
measures, and few of them got involved. The result was 
not satisfactory. In contrast, the present holding com- 
pany project promoted by the Ministry of Economic 
Affairs has won warm support from business circles, and 
the new company will be a purely private enterprise. As 
long as our business circles unite and cooperate sin- 
cerely, this project will have a greater chance to succeed. 
We hope that the new holding company will not only 
resolve the problem of our big trade deficit with Japan, 
but also help upgrade our industry, break through the 
current economic predicament, and open up a new 
economic situation. To this end, we offer the following 
four suggestions for use as reference: 


1. The main reason that our trade deficit with Japan has 
continued to expand is our heavy reliance on Japan for 
industrial technologies. In the future, though we will 
continue to acquire Japanese technologies, we should 
diversify our technological sources to include Europe 
and the United States as well as Japan. Also, technolo- 
gies acquired from abroad should not be limited to those 
for making key parts and components for the manufac- 
turing industry. Instead, we should actively seek any new 
technology that is useful for upgrading our industry. 


2. Using Japanese technologies to make key parts and 
components domestically as substitutes for imports can, 
of course, reduce our trade deficit with Japan. In our 
opinion, however, we can achieve more positive results 
by developing new products to increase our exports to 
that country. During the past few years, Japan has 
gradually opened its markets to outsiders, leading to a 
steady increase in American and European products 
flowing into that country. However, our exports to that 
country have been on the decline—it is regretful that we 
have not seized that opportunity to boost our exports to 
Japan. In the future, with the implementation of the 
measures set at the Uruguay Round of GATT talks, 
Japan is expected to further liberalize its markets. We 
hope that the new company will not miss this fine 
opportunity. While we have successfully used Japanese 
technologies to make products to explore markets in 
Europe and the United States, we should be able to do as 
well in using European and American technologies to 
develop new products to explore markets in Japan. 
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3. By relying on foreign technologies, we have created an 
economic miracle within a short time. Using this 
strategy, however, we cannot have our own firm founda- 
tion. Moreover, if we want to advance further by our- 
selves, we will meet with difficulties. Especially in recent 
years, industrially advanced countries are either reluc- 
tant to sell their high technologies or ask for a very high 
price for the transfer of such technologies. In view of 
this, it is all the more imperative for us to develop new 
technologies independently. This should be included as 
one of the major tasks of the new company. 
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4. Although the new company’s capital is NT$10 
billion [New Taiwan dollars], it is still not enough. 
Absolutely, this amount will be inadequate if the 
company’s business develops smoothly. When the 
competent government authorities formulate indus- 
trial encouragement, guidance and subsidiary mea- 
sures and when Chiao Tung Bank and The Medium 
Business Bank of Taiwan extend strategic industrial 
loans, they should take into account the new com- 
pany’s needs so as to enable it to fully perform its 
functions as intended. 
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(hardcover or microfiche) at no charge through their 
sponsoring organizations. For additional information 
or assistance, call FBIS, (202) 338-6735.or write 
to P.O. Box 2604, Washington, D.C. 20013. 
Department of Defense consumers are required to 
submit requests through appropnate command val- 
idation channels to DIA, RTS-2C, Washington, D.C. 
20301. (Telephone: (202) 373-3771, Autovon: 
243-3771.) 


Back issues or single copies of the DAILY 
REPORTs and JPRS publications are not available. 
Both the DAILY REPORTs and the JPRS publications 
are on file for public reference at the Library of 
Congress and at many Federal Depository Libraries. 
Reference copies may also be seen at many public 
and university libraries throughout the United 
States. 
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